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ADMINISTERED PRICES 


TUESDAY, MARCH 10, 1959 
U.S. Senate, 


SvuBcoMMITTEE ON ANTITRUST AND Monopo.y 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.O. 

The subcommittee met, pursuant to recess, at 10 a.m. in room 457, 
Senate Office Building, Senator Philip A. Hart presiding. 

Present : Senators Hart and Carroll. 

Also present: Paul Rand Dixon, counsel and staff director; Peter 
N. Chumbris, counsel for minority; Carlile Bolton-Smith, special 
counsel for minority ; Theodore T. Peck, special counsel for minority ; 
Dr. John M. Blair, chief economist; and Gladys E. Montier, clerk. 

Senator Harr. The committee will come to order. 

In opening these hearings today I am presiding at the request of 
Chairman Kefauver who is out of town, but who plans to be back 
tomorrow. 

This present session represents a continuation of the general hear- 
ings on administered price inflation which were held in the latter 
part of January of this year. Those hearings were issued a few days 
ago as part 9 of the subcommittee’s hearings on administered prices. 
The subcommittee hopes to hold other hearings on the general aspects 
of the administered price problem at which economists, legal authori- 
ties, and other experts will be invited to testify. At the same time, 
of course, it is planned to continue the industry-by-industry studies 
which have thus far embraced the steel industry, the automobile indus- 
try, and to a lesser extent the petroleum industry. The next field in 
which hearings will be held is the bread industry, to be followed later 
in the year by the drug industry. 

As to the purpose of the hearings which begin today I can do no 
more than to quote from Chairman Kefauver’s remarks during the 
January session. He said that the general hearings have a twofold 
purpose: 

In the first place, we hope to obtain a more detailed appraisal of the nature 
of the current inflation, including, if possible, some discussion of the specific 
industries in which this inflation has been centered. In the second place, it is 
our expectation that the witnesses will outline the alternative public policies 
which are available to meet this important problem. 

That the subject of these hearings is of immediate and growing con- 
cern can hardly be disputed. An article in the New York Times of 
March 7, 1959, bears the headline, “Inflation Spiral is Looming 
Again.” It calls attention to recent price increases in, among others, 
methanol, rayon textile yarns, and carpets—all of which appear to 
fall within the concept of administered-price industries. 
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Representing the State of Michigan as I do, I am, of course, greatly 
concerned over the effect of inflation on the automobile industry. In 
this connection the Wall Street Journal of March 6, 1959, carried an 
article by Dan Cordtz, their staff reporter on automobiles and one 
of the most informed men on the automobile industry in the country. 
The article, which I shall place in the record, bears the disquieting 
headline, “Industry Economists Trim Sales Forecast as Credit Buy- 
ing Lags.” The gist of the article is that the automobile companies’ 
own market research experts are revising their earlier sales forecasts 
of 5,500,000 American-built passenger cars downward to around 5 mil- 
lion principally because of a lag in credit sales. Sales of 5 million 
would be some improvement over last year’s disastrous low of a little 
over 4 million but still far below the peak level of 7,900,000 of 1955. 
Mr. Cordtz attributes the lag in credit sales to a number of factors, 
one of which is price resistance. He says: 

Finally, there is another sales-depressing factor suggested by the experts, 
which has its greatest impact on credit—rather than cash—buyers. It’s price 
resistance, a controversial influence not conceded by many industry spokesmen 
but one backed up by a good deal of circumstantial evidence. “I don’t say that 
auto prices have risen,” Says one independent researcher who is highly respected 
inside the auto industry, “but all our studies indicate the public generally be- 
lieves prices have gone up. And they’re vocally resentful that prices went up 
during a period of low sales. They just can’t accept the idea of having inflation 
and a depression at the same time.” 

(The article referred to may be found on p. 5106.) 

Senator Harr. According to the trade press, another increase in the 
price of steel this year is virtually inevitable regardless of whether 
or not there is a strike. Since, apart from labor, steel is the most 
important single cost item in an automobile, a further increase in the 
price of steel may well lead to another increase in the price of auto- 
mobiles, which in turn will aggravate the very “price resistance” that, 
according to Mr. Cordtz, is partly responsible for the present lag. 

Before introducing the first witness I wish to state for the record 
that at the request of Senator Dirksen, Chairman Kefauver invited 
to testify at this session Mr. Chester Tripp of Chicago, IIl., and Dr. 
Milton Friedman of the University of Chicago. Unfortunately, 
neither found it possible to appear. The subcommittee also invited 
Dr. R. J. Saulnier, Chairman of the Council of Economic Advisors, 
who declined to appear, in a letter to Chairman Kefauver dated Feb- 
ruary 19, 1959, which I will include for the record. For the benefit 
of those present, may I read it: 

Dear SENATOR KEFAUVER: I have your letter of February 17 advising me of 


the subcommittee’s invitation to appear as a witness sometime between the 10th 
and 13th of March. 

On several occasions I have been invited to appear before congressional com- 
mittees. However, as Chairman of the Council, I have endeavored to restrict 
my appearances to the executive session of the Joint Economic Committee hear- 
ings on the Economic Report of the President. This policy is followed in order 
to preserve the confidential advisory relationship between the Council of Eco- 
nomic Advisors and the President. 

Accordingly, I respectfully request that I be excused from appearing as a wit- 
ness before your subcommittee, as I have been excused in the past by other 
committee chairmen. 

Sincerely, 
R. J. SAULNIER. 
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Senator Hart. In the absence of Senator Kefauver, I will not 
comment beyond the reason for Dr. Saulnier’s letter, but I would like 
to make this point, that in the Washington Post of the 10th of this 
month, which is today, there is a rather full report of a letter Dr. Saul- 
nier wrote one day before he wrote Chairman Kefauver, namely, Feb- 
ruary 18, to Representative Thomas B. Curtis of Missouri. 

(The article referred to follows: ) 


{From Washington Post, Mar. 10, 1959] 


PricE Rises BLAMED ror OuTPuT LAG 


The administration’s chief economist has publicly blamed price increases by 
auto makers, heavy industry, and other consumer durables producers for limiting 
output in President Eisenhower’s first term. 

This admission was made by Raymond J. Saulnier, Chairman of the President’s 
Council of Economic Advisers. It came in a letter dated February 18 to Repre- 
sentative Thomas B. Curtis, Republican, of Missouri, that was made public yes- 
terday by the Joint Economic Committee. 

Saulnier was questioned by Curtis and other committee members in executive 
session on January 27. His testimony also was released yesterday. 

Saulnier’s letter noted that industrial capacity—plant and equipment—boomed 
between 1953 and 1957. But, he observed, output did not rise as fast and excess 
capacity showed up. This gap, Saulnier wrote, was not inevitable. 


PRICE INCREASES HIT 


Saulnier said : 

“TI believe we would have been better off if we had avoided the price increases 
that occurred in part of this period, notably in the heavy industries and in those 
producing automobiles and other consumer durables. In my judgment, these 
price increases were a major factor in limiting demand and thereby restraining 
output.” 

Saulnier did not say what heavy industries he had in mind. The term as used 
by economists refers chiefly to steel and electrical machinery. Consumer dur- 
ables include appliances and television sets as well as autos. 

Saulnier did not say, either, whether he believed that union wage demands 
had forced the price increases on industrial giants. However, administration 
and business economists think this is the case. Organized labor and some uni- 
versity economists, however, think that the price boosts in autos, steel, and 
electrical machinery were far greater than those required to cover wage gains. 


BLAMED FOR CUTBACK 


The excess capacity that developed led to a sharp cutback in capital expansion 
in late 1957. This caused the recession, economists think. 

In his testimony, Saulnier indicated that if unemployment in January and 
February was as bad as “that December zig * * * I would be concerned.” The 
seasonally corrected December rate was 6.1 percent ; it was 6 percent in January, 
and the February figure is due in a few days. 

Saulnier also noted that the yearly growth rate of the economy was slower in 
the Eisenhower years than it was in the last 5 years under President Truman. 

From 1947 to 1952, real output of all goods and services rose at a 4.7 percent 
yearly rate, largely due to the Korean war stimulus, 


SLUMP YEAR OMITTED 


From 1952 to 1957, Saulnier calculated the rate at 2.8 percent. This omits the 
1958 slum year when the economy fell back. And if the growth rates had been 
compared on a per person basis, the growth rate in the later period would have 
been even less because population has been rising. 

In his letter to Curtis, Saulnier endorsed Federal Reserve monetary policy in 
recent years although the administration has twice let its disagreement with 
credit-tightening moves become public knowledge. 

In another letter to Representative Richard Bolling, Democrat, of Missouri, 
Saulnier also took issue with economists who argue that a persistently rising 
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price level is no real problem. He also disagreed with economists who say a 
mild rise in prices need not turn into runaway inflation. 

Senator Harr. It will be noted that Dr. Saulnier is reported to have 
included in this letter to Congressman Curtis the following interest- 
ing observations. He wrote: 

I believe we would have been better off if we had avoided the price increases 
that occurred in part of this period, notably in the heavy industries, and in those 
producing automobiles and other consumer durables. In my judgment these 
price increases were a major factor in limiting demand and thereby restraining 
output. 

While recognizing the desirability of a confidential relationship that 
Dr. Saulnier refers to in his letter, 4 as one member of the committee, 
would be delighted if Dr. Saulnier would be willing to develop for this 
committee his reasoning, at least on the point that he made in his 
letter, which is now certainly public property, to Congressman Cur- 
tis. 

Mr. Cuumpris. Mr. Chairman ? 

Senator Harr. Yes. 

Mr. Cuumenrts. I think the record should show that Congressman 
Curtis is a member of the Joint Economic Committee. 

Senator Harr. Yes, but not the Washington Post. 

Mr. Cuumemrts. Yes, sir. As I understand from the article, the Joint 
Economic Committee released the letter to the press. 

Mr. Dixon. The article speaks for itself. 

Senator Harr. The point, without belaboring it, is the helpfulness 
that I am sure would result in the judgment and reasoning of this com- 
mittee if Dr. Saulnier would be willing to discuss with us, as he did 
with Representative Curtis and the public, the points made in the 
Washington Post article of today. 

Mr. Cuumprtis. Yes; I think—— 

Senator Harr. In the absence of the other members of the commit- 
tee, I would not presume to express their feeling on this matter. This 
happened to be my impression of the article I read this morning. 

Mr. Cuumpris. At an earlier subcommittee meeting, most of the 
members agreed that he should be invited to appear. It was the feeling 
of the subcommittee that he should be invited. 

Senator Harr. Before hearing our first distinguished witness, may 
I insert in the record a letter written by Dr. Young to Senator Prox- 
mire of Wisconsin. This letter appears in this year’s Congressional 
Record beginning at page 1958. But for the convenience of the read- 
ers of this committee record, it would seem to me desirable that the 
letter in full be printed. 

(The letter referred to may be found on p. 5109.) 

Senator Harr. Our first witness this morning is Dr. Ralph Young, 
Director of Research and Statistics of the Federal Reserve Board. 
The chairman had invited Mr. William McChesney Martin, Chair- 
man of the Board, who, however, and unfortunately, is temporarily 
incapacitated. Dr. Young is appearing in his place. We’re very 
glad you were willing to come, sir. 

_ Inthe letter to Senator Proxmire, that I referred to earlier, appear- 
ing in the Congressional Record of February 8, 1959, Dr. Young took 
exception to a number of the points which had been made before 
this subcommittee by Dr. Gardiner C. Means. In the expectation 
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that Dr. Young may repeat or further develop those criticisms, we 
are giving Dr. Means, in the interests of fair play, an opportunity 
to be heard. The subcommittee will be glad to place in the record 
any further ee of their testimony which Dr. Young or Dr. 
Means may wish to supply, and that I am sure would be helpful. 
Again, sir, thank you for coming and, as you sense, this committee 
operates in very informal fashion. I hope you will be at ease. 


STATEMENT OF RALPH A. YOUNG, DIRECTOR OF RESEARCH AND 
STATISTICS, FEDERAL RESERVE BOARD; ACCOMPANIED BY 
KENNETH B. WILLIAMS, ASSOCIATE ADVISER, DIVISION OF 
RESEARCH AND STATISTICS 


Mr. Youne. Thank you. 

Mr. Chairman, in the price area, a main concern of monetary policy 
is with broad changes in price levels. General price movements imply 
opposite changes in the value of the dollar and they bear in important 
ways on the attainment of stable growth and high utilization of 
manpower and industrial resources. Inflationary—or for that matter 
deflationary—swings in price averages accentuate instability of the 
whole economy and dashes with its steady and rapid growth. Infla- 
tionary surges—as well as deflationary wringouts—must be avoided 
because inevitably they bring with them serious inequities in the dis- 
tribution of income and in the valuation of assets. 

The best environment for maintenance of rapid growth is one char- 
acterized by relative stability of the price level coupled with flexible 
movement, up and down, of individual prices as they act to guide 
activity in accordance with shifting demands. 

In the remarks which follow, I shall comment on the role of price 
trends in the light of general economic and demand developments. 
Much of recent discussion of monetary policy and inflationary pres- 
sures has centered on the rise in prices after 1954 since this rise oc- 
curred in the absence of those abnormal influences present immediately 
following the Second World War and during the Korean war. Ac- 
cordingly, historical observations are limited to this recent period. 
We may note here, however, that once an inflationary expansion in 
demands has touched off an advance in prices, it is not possible to 
disentangle the interacting influences on prices of demand, cost-push, 
or administrative decision and their sequence in time. 


Demand and price developments, 1954-65 


Recovery from the 1953-54 recession began in the summer of 1954. 
A surge of consumer buying set in about that time and was followed 
shortly by a surge of business investment, first in inventory and then 
in plant and equipment. This was a period of rapid industrial ex- 
pansion and development abroad, and foreign demands were also con- 
tributing strength to domestic markets. 

Industrial production reached its earlier high by the spring of 1955 
and continued to expand. In this situation, the labor market tight- 
ened. Output of autos attained record levels and production of other 
consumer durable goods, business equipment, and construction activity 
all advanced strongly. Even though steel production reached capac- 
ity levels and output of other primary metals was at peak rates, 









4860 ADMINISTERED PRICES 


metals were in short supply. U.S. exports, reflecting strengthening 
foreign demands, rose further. 

Expansion in consumer buying in the United States was supported 
by rising incomes and much more active use of credit. The spectacu- 
lar rise in auto sales involved marked liberalization of installment 
credit terms which produced a record growth in consumer credit. Use 
of long-term debt to finance home buying also increased at an un- 
precedented rate. 

With demands and activity rising vigorously, industrial capacity 
was under mounting strain. Business profits after taxes increased 
considerably, providing both greater incentive to modernize and ex- 
pand capacity and a part of the funds for this investment. 

In these conditions, demands for credit to finance not only con- 
sumers, but also businesses and State and local governments were very 
large. Reflecting pressure of these demands against the available 
supply of savings and of bank credit, short-term interest rates rose 
markedly and there was also some increase in long-term rates. 

In its early stages, recovery from the 1953-54 recession was accom- 
panied by price advances for such demand-sensitive industrial mate- 
rials as nonferrous metals, steel scrap, rubber, lumber, fuels, and 
wastepaper. After mid-1955, advance in prices of industrial mate- 
rials accelerated, extending to such administered prices as steel mill 
oe and other manufactured durable materials, as well as to 

eather and paper products. 

From early 1954 to early 1956, the total wholesale commodity price 
index increased by 2 percent. Examination of the details of this 
increase reveals that expansion in demands was exerting considerably 
greater upward influence on prices than this 2 percent by itself 
suggests. Price advances in this period were exceptionally wide- 
spread, with 62 of the 89 subgroups of communities in the combined 
index rising. For nearly half of the 89 subgroups advances were 5 
percent or larger. The largest increases occurred for industrial com- 
modities whose prices usually respond most readily to shifts in 
demands. 

Despite expansion in industrial activity and in consumer income, 
prices of farm commodities declined substantially. The decline in 
prices of farm products and foods in that period reflected large supply 
increases and decisions made by the Federal Government to reduce 
support levels on some products; the decline was not due to lagging 
aggregate demands. Reversal of farm price developments in early 
1956, when market supplies of livestock were no longer expanding, 
confirms this appraisal. 

The 2 percent advance in the total wholesale commodity price index 
in this 2-year period comprised a rise of 6.5 percent in prices of indus- 
trial commodities and a decline of 11 percent in prices of foods and 
foodstuffs. Among industrial cooietinion, prices of demand sensi- 
tive crude materials increased 16 percent and those of all other in- 
dustrial materials rose 6 percent. Producers’ equipment prices ad- 
vanced 8 percent and those of consumer nonfood commodities 3 per- 
cent. Widespread price advances of this sort among industrial com- 
modities normally occur only in response to strong and pervasive 
demand pressures. 
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The capital boom and prices, 1956-57 


The wave of consumer buying that occurred in 1954-55 provided the 
basic stimulus for a boom in business capital expenditures beginning 
early in 1955 and persisting to late 1957. Total spending by govern- 
ments over this period also rose. Economic activity abroad continued 
to increase, export demands for United States goods gained further 
in strength, and then became sharply swollen at the time of the Suez 
crisis. Seas categories of demand showed less growth than earlier 
and still others, such as demands for autos and new houses, declined. 
Unemployment continued low throughout this period. 

Aggregate activity reached new highs in the autumn of 1956 and real 
output levels were maintained through the summer of 1957. Curtail- 
ments in some lines released resources permitting expansion elsewhere. 
Although auto output declined, rising business capital outlays, foreign 
demands for U.S. machinery, and increased production of military 
equipment were reflected in an increase in output in the equipment 
and ordnance industries to about 10 percent above the 1953 high and 
more than double the output level of. the 1947-49 average. Although 
residential building declined irregularly after 1955, the total volume 
of construction activity remained at advanced levels as construction 
for business purposes and the building of schools, roads, and other 
public projects continued to grow. 

Price developments from early 1956 until recession in economic 
activity began in the autumn of 1957 were partly a working through 
of earlier increases in material prices pot in other costs, partly a 
response to continued high levels of total demand which made this 
working through possible, and partly a response to shifts in thes com- 
position of demands. Because of these several influences, it is not 
easy to generalize about price behavior during this period. 

n the whole, however, price developments continued to be domin- 
ated by strong aggregate cannes: A striking feature of the period 
was the ebullient attitude of business, labor, and consumers toward 
longer run economic prospects and a growing acceptance of the idea 
that creeping inflation would be unavoidable. These attitudes were 
reflected in the magnitude of expansion of business inventory hold- 
ings and in fixed capital outlays, while costs were still low, in wide- 
spread use of escalator provisions in labor contracts and elsewhere, 
and in employer willingness to make commitments for wage-rate in- 
creases for a considerable period ahead. 

From early 1956 to the summer of 1957, the total wholesale com- 
modity price index rose 5 percent. Examination of index details 
again reveals a close relationship between demand and output develop- 
ments and price changes. High on the scale of increases were prices 
of various types of machinery and fabricated metal products, iron and 
steel, coal, coke, and office furniture. While these are areas that 
would be recognized as falling in the administered price category, 
they were also the areas featuring strong demands. 

Altogether, increases in prices were about as widespread as in the 
preceding period, with nearly half of the 89 subgroups in the whole- 
sale price index rising 4 percent or more. The largest price increases 
in this period were for livestock and meats, as demands continued 
strong while supply conditions became less favorable. Among the 24 
subgroups registering declines in this period, two-fifths were agri- 
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cultural commodities, for some of which Federal support prices nad 
been reduced. Among nonagricultural commodities, the Poe de- 
clines were for wastepaper, nonferrous metals, lumber and plywood, 
‘which earlier had risen sharply. These declines reflected in part the 
reduction in residential building, and in part large increases in sup- 
plies in response to earlier price increases. 

In this period, then, the 5-percent rise in the total wholesale price 
index comprised increases of 8 percent in foods and foodstuffs—pri- 
marily livestock and products—and 4 percent in industrial commodi- 
ties. Producers equipment prices rose 9 percent, and consumer non- 
food products 3 percent. Fabricated or intermediate material prices 
advanced 8 percent, and sensitive crude industrial material prices, 
which had risen sharply earlier, declined about 6 percent. 


The recession and prices, 1957-58 


A capital equipment boom by its very nature cannot be indefinitely 
prolonged. Exceptionally high rates of capacity expansion, rapid rise 
in equipment prices, and reduction in business liquidity in time weaken 
incentives to make additional outlays. A decline in business capital 
spending will usually entail a period of inventory liquidation for 
capital goods industries, with reduced employment in these industries. 
Secondary effects of these developments are reductions in business in- 
ventory holdings, employment, incomes, and demands generally. In 
this instance, secondary effects were aggravated by the role of infla- 
tionary expectations in the earlier accumulation of business inven- 
tories and in earlier capital investment decisions. 

The recession in economic activity which began in the autumn of 
1957 and carried to a cyclical low in the following April, was of this 
classic type, although as usual other demand elements were also pres- 
ent, including sharp cutbacks in defense ordering, and contraction in 
foreign demands for U.S. exports. In this period, prices of crude 
materials declined substantially, but average wholesale prices of in- 
dustrial commodities were down by less than 1 percent. Prices of 
business equipment increased further in the autumn of 1957, and then 
leveled off near the turn of the year. List prices of autos showed a 
further sizable increase with the fall introduction of new models. 
Most list prices of manufactured materials and consumer products 
changed little. List prices, of course, do not accurately represent what 
is taking place in markets; thus, in recession competition typically 
results in varying price concessions in individual transactions. 

Meanwhile, prices of farm products and foods rose sharply as sup- 
plies of meats and of some other foods were reduced, in part owing to 
severe winter weather. The total wholesale price index advanced 1 
percent from the summer of 1957 to the recession low in activity in 
the spring of 1958. 


Consumer prices 


Average prices for consumer goods and services respond to expansion 
in demands and activity usually after a considerable lag. The strong 
demand pressure building up in 1955 were not reflected in a rising 
consumer price index until the early spring of 1956. Subsequently 
increases in consumer prices were widespread, and by the autumn of 
eee the consumer price index was 6 percent higher than in early 

56. 
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In the recession period of late 1957 and early 1958, consumer prices 
rose further about 2 percent. As in the past, prices of many consumer 
services continued to advance after aggregate demands and activity 
had receded. Prices of some fresh fou increased sharply, owing to 
the reductions in supplies already mentioned. Retail prices of most 
other goods changed little despite large unemployment and curtailed 

roduction. 

Since World War II, average prices of services have advanced con- 
tinuously, even when manpower and material resources were not being 
used intensively by industry. . Nevertheless, the rate of advance has 
responded, usually with some lag, to changes in the economic situation 
and to trends in commodity markets. The rise in prices of services 
accelerated beginning in the spring of 1956 and continued at the higher 
rate through the first quarter of 1958. Since then, the advance in 
prices for services has slackened. 


Cyclical recovery and present situation 


Declines in output from late summer 1957 to early spring of 1958 
were somewhat sharper than during the two preceding recessions. 
Recovery began earlier, however, and has been vigorous. On the 
whole, the recovery record in output has been perhaps more favorable 
than in 1954-55 and somewhat less favorable than in 1949-50. Real 
gross national product is reaching a new record level in the current 
quarter—six quarters after the 1957 cycle peak; the 1953 cycle peak 
was exceeded by the seventh subsequent quarter; and the 1948 cycle 
peak in the fifth quarter following. 

The brevity of the contraction phase and the extent of recovery to 
date are indicative of the economy’s underlying strength and resil- 
iency. On the demand side, recovery got impulse from pickup in con- 
sumer spending after only a slight dip. Total personal income began 
to rise last March and by January 1959 was 3 percent above its pre- 
recession high. Improvement in consumer income and financial posi- 
tion is being reflected in record outlays for nondurable goods and 
services and substantial recovery in purchases of autos and other dur- 
able goods. Outlays for new housing have increased sharply. These 
developments have been facilitated by more active consumer borrowing. 

Another important demand factor has been steady expansion in 
spending by State and local governments for roads, schools, and other 
public me Si and for education and other services. Federal spending 
also rose substantially after a brief decline in late 1957. With final 
demands advancing, inventory liquidation came to an end late last 
year and accumulation is now in process. Business spending for fixed 
capital—which declined sharply following the strong buildup of 
1955-57—has recently been showing signs of a moderate eauaheys 
Exports, too, have leveled off following earlier sharp declines. 

ndustrial production has now about attained its preceding cyclical 
high and aggregate output of goods and services in the economy exceeds 
the previous high. As expansion continues, business demands for fixed 
capital and for inventories may be expected to expand further. It is 
at this stage of the economic cycle that upward pressures typically 
start to be reflected in costs and industrial prices. 

During the 1949-50 cyclical recovery, average industrial prices did 
not show any significant advance until industrial production was far 
above its preceding output peak reached in November 1948. In the 
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1954-55 expansion, industrial prices also did not show significant rise 
until the preceding production peak had been exceeded. This pattern 
of advance in industrial prices has been characteristic of cycle expe- 
rience both before and after World War II. 

In the recent recovery period, advance in activity was barely under- 
way before steel prices were raised substantially and auto prices were 
also increased by a striking ee. Increases in other industrial 
prices subsequently became fairly widespread, encompassing finished 
products as well as materials. Altogether, the average of industrial 
prices has risen about 2 percent since the recession low and it is now 
nearly 114 percent above the previous high reached in late 1957. These 

rice increases have enean at a time when unemployment has been 
igh and pressures on overall capacity have not been strong. 

One of the striking features of the economic climate in recent recov- 
ery has been the reemergence of inflationary expectations. These 
expectations have been particularly prominent in financial markets, 
Interest yields on bonds rose sharply early in the recovery period and 
this rise in part reflected investor insistence on an interest premium 
to serve as an inflation protection. The rapid rise in stock prices 
through the recovery period has reflected in part investor hedging 
against inflation risks. In the face of these investor pressures, yields 
on common stocks have fallen to levels well below those on high-grade 
corporate bonds as well as on Government bonds. 

nflationary expectations have not been confined to financial mar- 
kets. They now extend widely through the decision-making popula- 
tion. Thus, preliminary data from the Board’s survey of consumer 
finances—based on interviews conducted in the first 2 months of this 
year—show that 61 percent of the reporting consumers expect prices 
to rise in 1959, compared with 48 percent in 1958, and only 17 percent 
in 1953. 

Currently, a relatively high level.of unemployment in a situation 
of spreading inflationary expectations is attracting much attention. 
The unemployment rate, although down more or less in line with 
earlier cyclical experience, has changed little in recent months. Also, 
unemployment of long duration is still high, compared with the cor- 
responding phase of earlier economic cycles, and unemployment is 
especially heavy in centers producing durable goods. Durable goods 
industries were among those in which earlier price increases were 
large and in which prices did not decline in recession. 

Throughout the postwar period, the labor market has been generally 
strong, and high demands for workers have made for upward pres- 
sures on wages. The strength of demands for labor was particularly 
evident in the 1955-56 period when demands called forth exception- 
ally large additions to the labor force. Employment increases were 
sharply in excess of the normal growth of the working force, an un- 
usually large number of women were drawn into employment, dual 
jobholding increased, and unemployment tended to be of short dura- 
tion. Unemployment rates held between 4 and 414 percent of the 
civilian labor force from the spring of 1955 until late in 1957. 

In assessing postwar developments in prices and wages, it may be 
noted that major structural changes have been taking place in the 
economy. The effects of changing composition of demands, partly 
reflecting rapid technological advances and marked increases in re- 
search and development, are clearly evident in the labor market. 
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There, manpower resources shifted into nonindustrial activities, such 
as distribution, services, and State and local government employment, 
where employment increased by roughly 3 million persons, or 14 per- 
cent, from the cyclical peak in 1953 to the peak in 1957. Total manu- 
facturing employment declined over this same period. 

Within manufacturing industries, there has been a steady increase 
in the number of salaried workers, largely professional and techni- 
cal workers. In sharp contrast, over the 4-year period ending in 
mid-1957, the number of hourly rated employees in manufacturing 
declined by over 1 million, or almost 8 percent. Manufacturing out- 

ut over this period was up by 6 percent. Between July 1953 and 
y uly 1957, payrolls of hourly rated manufacturing workers—a group 
heavily represented in labor organization—increased less than $4 
billion, “et percent, while total payrolls in manufacturing rose $10 
billion, or about 15 percent. 

These structural changes in manufacturing raise important ques- 
tions for the appraisal of recent price developments. One of these 
pertains to labor costs and their relationship to prices. Much of the 
increase in payrolls in manufacturing industry represents salaried 
labor, a large part of which is engaged not in current production but 
in research and development and other investment-type activities. 
It seems hard to believe that a rise of less than # billion in payrolls 
of hourly rated manufacturing workers, allowing for productivity 
gains, could account costwise for the rise of about 9 percent in the 
average of all industrial prices over this 4-year interval. Obviously, 
the forces of demand, as well as cost push, were operating to raise price 
levels. 


Monetary policy 


Short-run changes and longer run trends in price levels as well as 
changes in the structure of prices over time are influenced by many 
forces operating in a multitude of markets. It is sometimes con- 
tended that many commodity prices as well as wage rates are de- 
termined more or less independently of demand and that the use of 
general restraints on aggregate demand to check a rise in prices either 
will fail or will incur unacceptable social costs in terms of unemploy- 
ment of human and material resources. As it relates to monetary 
policy, this view involves some misconceptions—both as to the goals 
and application of monetary policy and the economic analysis on 
which it is based. 

The objectives of monetary policy are to foster steady economic 
growth and a relatively stable value for the dollar. With a high 
degree of utilization of manpower and industrial resources and with 
as little cyclical instability as possible. Thus, monetary policy, in- 
sofar as it can, seeks to minimize the excesses of cyclical booms, and 
to temper cyclical declines with a view to encouraging early recovery. 
In fostering economic growth, monetary policy is concerned with 
avoidance both of inflation and of deflation. 

Monetary policy works to achieve these objectives by utilizing tools 
that affect the reserve position of commercial banks and, therefore, 
the total volume and cost of money and credit in the economy. 
Changes in the volume and cost of money and credit influence the 
economy through their direct impact on aggregate expenditure and 
their indirect influence on the climate for investment. The immedi- 
ate effect of monetary changes is on spending financed by credit. 
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Credit-financed outlays tend to fluctuate more widely over the cycle 
than most expenditures, partly because they are largely for semi- 
durable, durable, and capital-type goods, and for inventory of these 
goods. Expenditures for such goods, whether by producers or con- 
sumers, are by their nature postponable. Thus, variations in pur- 
chases financed by borrowed funds tend to have strategic effects on 
general levels of economic activity. 

The effects of monetary and credit policy flow from the application 
of general monetary instruments. These influences are indirect and 
impersonal. Monetary policy is not in a position to determine the 
demand for soup or for soap, for cars or for carpenters. It functions 
best in providing an environment or climate in which the decisions 
made by individuals on the basis of market principles will be consist- 
ent with national economic objectives. If individual producers or 
sellers judge demands and tastes correctly in terms of price and 
quality, they reap the benefits. If they misjudge the market, they are 
obliged to readjust their productive operations. It is the responsibility 
of each producer and seller to judge these things for himself and to 
adapt to shifting wants and needs as expressed in the market. 

Monetary policy, or for that matter other Government policy, 
cannot and should not undertake to make market judgments or adapta- 
tions for individual producers. If monetary policy should undertake 
to finance whatever demands for credit are made upon the banking 
system, or permit itself to be used to justify all decisions made by 

roducers, whether correct or faulty, it would become an engine of 
inflation, not a force for stability and sustainable growth. Monetary 
policy must be concerned with the interests of all the people, con- 
sumers as well as producers, not with particular interests or in- 
dustries. 

There is no doubt that administration is an important element at 
least in short-run price and wage decisions in industries in which 
concentration of output, complexity of industrial process, remote- 
ness from final user, durability of product, long planning or produc- 
tion periods, and adequate financial resources, make such administra- 
tion possible. Ability to exercise discretion, however, whether cost 
push or administration, is not independent of general forces of de- 
mand. Cost push or administered price action must operate within 
limits set by demand, by possibilities of substitution, by entry of new 
producers, and by imports. 

The limits to discretion in pricing in any market are quite real 
as to how far or how long a process of cost push and administered 
price raising can go without support from aggregate demands. These 
demands are partly influenced by general monetary policy, although 
the effects of monetary policy on inn may be somewhat delayed in 
appearance on occasion. The responsibility of monetary management 
is to provide a supply of money and credit adequate to finance 
economic growth without inflation. 

Obviously, monetary and credit policy cannot do everything needed 
to attain stable growth; it must be supported by appropriate fiscal 
and other public policies, as well as by prudent private policies. 
During periods of expanding demands, accompanied by speculative 
psychology and expectations of creeping inflation, monetary policy 
has no option but to assume a restrictive posture. If it did not 
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assume such a posture, widespread expectations that prices and costs 
would be steadily raised might, indeed, lead to further spiraling of 
costs and prices. Individual or group efforts then to hedge against 
or by escalation to protect against inflation would tend to aggravate 
inflationary forces rather than to bring them into balance or under 
control. 

In conclusion, one must regard critically a view of inflation processes 
that minimizes the role of auna influences while emphasizing the 
role of cost push and administrative influences and implying that in- 
flation is not amenable to monetary and fiscal policies except at too 
heavy a social cost. This position can be taken by those opposed to all 
restraint on inflation as well as by those favoring control of inflation 
but seeking some easy way to do it. There are no easy ways. Indeed, 
most analysts who accept a little inflation as an unavoidable cost of 
growth also contend that it can be kept to a “creeping” rate by relying 
wary on monetary policy. 

Public policy should be unremitting in its efforts to widen the areas 
in which market forces are dominant and to minimize opportunities 
for monopolistic and obligopolistic decision. An environment must 
be maintained in which each seller and producer understands his re- 
sponsibility for not pricing himself out of the market, thereby creat- 
ing unemployment and idle resources. He must be prepared to adapt 
flexibly to shifting consumer and other demands and to meet grow- 
ing price competition from other countries. Moreover, he needs to use 
more often the time-tested prescription of lower prices as a cure for 
inadequate demand in specific markets and to resort less frequently 
to appeals to Government. 

A permissive monetary policy which would supply all the monetary 
reserves demanded by rising “administered” prices or cost-push pres- 
sures would most certainly add to inflationary developments. It would 
necessarily accentuate speculative psychology and induce financial 
overcommitments. These in turn would result, sooner or later, in a 
distorted economic structure which could lead to serious deflation and 
to deeper and longer contractions and greater unemployment than 
the seletivelt moderate and short cyclical contractions we have ex- 
perienced in the postwar period. 

Monetary policy cannot solve all the problems associated with in- 
flationary pressures. Whether “administration” and “cost-push” 
forces or general demand forces are dominant at any particular time, 
monetary policy must be strong, watchful, and ready to do what it 
can to moderate economic excesses and to promote tolerable stability 
and rapid growth. Indeed, in an environment of maximum freedom 
for individual choice and for competitive markets, there is no accept- 
able substitute for adequate monetary and fiscal policies. 

Attached to my statement is a set of charts pertinent to its subject 
matter, although not directly referred to in the text. I wish to submit 
these charts for the committee’s record. 

Senator Harr. Doctor, thank you very much. I am quite sure you 
sensed, from the quietness in the room, the interest that all of us found 


in a. —. : 
r. Botron-Smitrn. Mr. Chairman, may the charts be received ? 
Senator Harr. Yes. If I did not indicate it, the charts are to be 
included in the record. 
(The charts referred to are as follows :) 
85621—59—pt. 10 2 
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Mr. Bouron-Smrru. One question. This very fascinating, de- 
scriptive, and analytical testimony is certainly welcomed. Would 
you like to take this opportunity of making any personal recom- 
mendations that the committee might take into consideration? 
Senator Wiley is always interested in giving an opportunity to every 
witness to make suggestions which might result in legislation, after 
consideration by the committee and the Senate. 

Mr. Youne. I don’t believe I have any recommendations, and I 
don’t believe the Board has any recommendations in this area. It has 
some views regarding competition in banking—in that general area— 
but not in this area. We don’t pretend to be experts in the general 
area of competition, regulating competition, and the prevention of 
monopoly and oligopoly practices. 

On the other hand, we believe in competitive markets, and we be- 
lieve that Government policy should be directed to the maintenance 
and preservation of competitive markets. 

Mr. Boutron-Smiru. Thank you very much, Mr. Chairman. 

Senator Harr. Are there questions for Senator Dirksen ? 

Mr. Prcx. I don’t have any questions, Mr. Chairman, but I would 
like to thank Mr. Young, on behalf of Senator Dirksen, for a lucid and 
thought-provoking statement. 

Senator Harr. For Senator Langer ? 
Mr. Cuumpris. I just want to ask one question. 
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On page 7, Dr. Young, you mention, “Meanwhile prices of farm 
products and foods rose sharply.” Now, so the record will be clear, 
Senator Langer is very much interested in the fact that farm prices 
are still far too low, whereas the farmer must pay increased costs for 
farm machinery, and other items that the farmer must make use of in 
production of his goods. When you say “rose sharply,” how does that 
compare with what the farmer expects to receive for his products to 
meet the increased costs of production? Is that shown in your 
charts ? 

Mr. Youne. Well, in agriculture, there have been forces, of course, 
tending to decrease costs. The increase in productivity per man in 
sole over this postwar period has been one of the most =? 
and phenomenal developments in the whole history of agriculture. 
don’t suppose we ever went through a period, from the ae 
agriculture, in which productivity gains were so rapid and mar 
These were cost-reducing influences. 

What farmers expected to get for their products, I do not know, not 
being a farmer, or related to anyone who isa farmer. But judging it 
as an economist, farm conditions at the time were tending to bring 
about both decreases in some prices and increases in some prices. ‘The 
increases at this time to which we referred were particularly in live- 
stock and related products. 

Mr. Cuumepris. Most of the economists who have testified thus far 
on administered prices have admitted that the farmer is caught in a 
pincer movement. He is paying much higher for production of his 
products, and he is getting much lower for his goods. I just wondered, 
we eventually will get into a hearing on farm machinery and its im- 
pact on the farmer. But right now, I would like to have the word 
“sharply” defined more clearly for the record. Does “sharply” mean 
it brings it up to what level? For instance, say, from 1949, as a basis? 
How does the rising “sharply” compare to your 1949 level of farm 
prices? Or if you have another starting year, 1946 or 1951, just some- 
thing so we could gage what that rise “sharply” in farm products 
means in prices. 

Mr. Youna. What periods are we referring to? 

Mr. Cuumpris. I think you said 1957-58. 

Mr. Youna. In that period farm prices rose sharply—the index 
number of prices received by farmers relative to 1910-14—as an aver- 
age, equaling 100, was in here at about from 235—I’m just reading 
this from a chart—about 257. It is true that the index of prices they 
paid was rising at this time. What was happening to their total ex- 
penses, I would have to check up by looking at the figures. 

Does that answer the question ¢ 

Mr. Cuumpris. Maybe I’m bringing out something that perhaps 
you 

Mr. Youna. My point is that there was a supply problem, that there 
were these variations in supply, partly due to weather conditions at 
this particular time, which—and also the cycle of production of cattle— 
which were tending to bring farm prices up. 

_ Mr. Cuumrris. If I remember correctly, I think we had something 
in the testimony to the effect that the price index would be normally 
126, whereas the farmers’ price index would be about 89. 

Is that correct, John ? 


of 
ed. 
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Mr. Buatr. I don’t recall the figures, offhand. 

Mr. Cuvumeris. That is how low the farm products were in compari- 
son to the price index of other commodities, and if this price rose 
sharply, where would that bring that 89 figure? Would it bring it 
anywhere near the level of the nonfarm products that we discuss in 
these administered prices ? 

Mr. Youne. Well, the increase in farm prices from 1939 and the in- 
crease in the prices of automobiles are just about the same. Whatever 
you may draw from that; I don’t draw anything, except that they 
have both increased. 

Senator Harr. Dr. Young, the committee has been joined by Sena- 
tor Carroll. He has not had an opportunity to review the statements 
you have made, but the acting chairman, especially, is glad that Sena- 
tor Carroll was able to join us. 

Do you have any questions, sir? 

Senator Carrot. Has the doctor completed his statement ? 

Senator Hart. The doctor has, and counsel for several of the com- 
mittee members have, in some cases, asked clarifying questions. 

Senator Carron. Perhaps the doctor can clarify something for me. 

This is really not your field, but I would like to have your opinion, 
Dr. Young. 

Senator Harr. That is the kind of opinion that is easier to express, 

Senator Carrot. We understand that it will not be binding on the 
Board of Governors of the Federal Reserve System. 

Are you familiar with the Administrative Procedure Act ? 

Mr. Youna. Yes, sir, in a general way. 

Senator Carrott. Does the Board of Governors of the Federal 
Reserve System have rulemaking powers? 

Mr. Youna. Yes, sir, in certain areas. 

Senator Carrott. Where do they get those powers? 

Mr. Youna. From the Federal Reserve Act, or they may be—— 

Senator Carroty. They are a statutory enactment, or from the 
Congress ? 

Mr. Youne. They are a statutory enactment. 

Senator Carroti. Are those rulemaking powers reviewable in a 
court of law? 

Mr. Youne. I believe they would be, sir. I am not a lawyer, how- 
ever. 

Senator Carron. I understand. We are not going to bind you, sir. 
This is information. I just completed interrogating the Under See- 
retary of the Interior. I have a one-track mind this morning on 
this subject. 

Are these rulemaking powers within the purview of the Adminis- 
trative Procedure Act? 

Mr. Youna. Yes, sir, I think they are. 

Senator Carrott. How much of the functions of the Federal 
Reserve system—in its rulemaking powers, and in its decisions are 
within the Administrative Procedure Act? 

Mr. Youna. Well, I would think all of them that pertain to the 
issuance of regulations concerning banks, or any parties that may 
be subject to the regulations. 

Senator Carrotu. I’ll put the question a different way. Are there 
any specific exemptions under the Administrative Procedure Act affect- 
ing the Federal Reserve System ? 
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Mr. Youne. Well, I’m afraid I couldn’t answer that. None that 
occur to me now; but my impressions are only from hearing our 
counsel discuss the act at various times. 

Senator Carrortn. When it comes to the question of making a rule 
under this statutory authority, who participates in the rulemaking? 
Who makes the rules? 

Mr. Youna. The rules would be made by the Board of Governors. 

Senator Carrott. Do you have trial examiners in the Federal 
Reserve System ? 

Mr. Youne. In connection with certain activities, such as the ad- 
ministration of the Bank Holding Company Act, trial examiners 
are used in particular cases where the matter comes to a hearing. 

Senator Carrott. How does the Federal Reserve System regard 
trial examiners’ opinions? Are they advisory or binding? 

Mr. Youna. I believe they regard them generally as advisory, but 
I would have to check that. 

Senator Carroti. Does any case come to your mind where an opin- 
ion of the Board of Governors of the Federal Reserve System has 
been appealed to the courts? 

Mr. Youna. Well, we have had some that have been taken to court 
for judicial review. 

There was, of course, the famous Trans-America case in which 
the Board under sections 7 and 11 of the Clayton Act, made a de- 
cision against the Trans-America Co., a holding company, and which 
was appealed to the courts and carried up to the Supreme Court. 
The Board’s position was reversed. 

Senator Carrouu. Let us assume that the Board of Governors of the 
Federal Reserve System has reached a decision as to the interest rate 
or discount rate. What are the mechanics of approaching that de- 
cision? Is it done by the Board members themselves, without con- 
sultation of anyone, or do you know how that is achieved ? 

Mr. Youne. Well, in the matter of a discount rate decision, sir, 
under the Federal Reserve Act, the initiation of the recommendation 
for a discount rate change comes from the Directors of the Federal 
Reserve banks. The Board has the authority to review and determine 
the rate. This has been interpreted by the lawyers, I believe, as an 
authority to initiate a rate change; but, by and large, these decisions 
are made on the basis of the recommendations. I can’t cite offhand 
any case in my recollection where there was a difference, but I be- 
lieve there have been some differences in the history of the Federal 
Reserve System between individual boards of directors and the Board 
of Governors. 

Senator Carrot. To simplify it, it begins, you say, with the re- 
gional directors? 

Mr. Youna. Yes, it begins with the boards of directors of the re- 
gional banks—the Federal Reserve banks. 

Senator Carrott. And what is the next step? 

Mr. Youne. Then it comes to the Board of Governors in Washing- 
ton. The particular Federal Reserve bank makes a recommenda- 
tion to the Board of Governors for a rate change and gives its reasons 
for the recommendation. The Board of Governors then discusses 
the recommendation and may ask its advisers for their counsel and 
observations on the recommendation, and then, after discussion and 
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deliberation, the Board acts. Usually, the action is relatively prompt 
upon the recommendation of the Reserve bank directors. 

comeng Carrott. When they act, is that decision reviewable by 
anyone 

Mr. Youna. When they establish a rate, the rate is not reviewable. 

Senator Carrot. It is not reviewable, either by the executive 
branch 

Mr. Youna. That is correct. 

Senator Carrot (continuing). Or by the legislative branch? 

Mr. Youna. Well, the legislative branch can always review—that 
is, the Federal Reserve System is a creature of the Congress. It is 
an independent agency of the Congress. Its independence is within 
the Government. It is not independent of Government. 

When it is taking an action, the Board will also advise the ad- 
ministration of the action being taken. There are ordinary chan- 
nels of communication within the Government. We are constantly 
informed of the views of the Council of Economic Advisers, for 
example, on the economic situation. They will be taken into account, 
along with other views that the Board may have available. 

Senator Carroiy. Does the Federal Reserve System, then, regard 
itself as an arm of the Congress? 

Mr. Youne. Yes. They regard themselves as operating under a 
trusteeship, with the Federal tue Act being the indenture, so to 
speak, under which they operate. 

Senator Carrot. Let’s put it a little differently, in more simple 
language. It is like an independent commission ? 

Mr. Youna. Yes, sir; I believe that would be it. 

Senator Carrotu. Do you know of any similar body or commission 
a final decisions are not reviewable, under our system of govern- 
ment 

Mr. Youne. Well, the—— 

Senator Carroty. I’m not saying-it’s wrong. What I am trying 
to do is find out so that we'll understand the process. This is a ver 
technical field, and, of course, when the Congress created the Fed- 
eral Reserve System, it had to move into this highly specialized, tech- 
nical field. 

Mr. Youna. That is right, and it gave the Federal Reserve Board 
the final authority in some of these matters, with the Board reporting 
to the Congress. 

Senator Carrott. The President appoints the Governors? 

Mr. Youna. The President appoints the Governors, with the advice 
and consent of the Senate. 

Senator Carrot. As he does in the other independent agencies? 

Mr. Youne. Yes, sir. 

Senator Carrot. But in all other agencies, under our system of 
government, final decisions are reviewable. As I understand, this 
1s not reviewable. 

Mr. Youne. Well, that would depend—that will depend on what 
the situation is. If it is a decision of administrative law, a rule or 
regulation, it is subject to review. It is subject to challenge by some- 
one to whom the regulation relates. With regard to the iscount 
rate, that would be the final decision. That would be a rate which 
would be applicable to the member banks. 
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Senator Carrott. What I had in mind, and I’m not disagreeing 
with anything you say—— 

Mr. Youna. Yes; I am trying to understand the point. 

‘ Senator Carrott. The whole Nation is concerned today about in- 
ation. 

Mr. Youna. Yes, sir. 

Senator Carrotu. The people are concerned about the increase in 
the cost of living. 

Mr. Youna. Yes, sir. 

Senator Carrotzt. And I suppose it cannot be denied that the pur- 
pose of the monetary action taken by the Board of Governors in the 
field which we have been discussing, is to have an impact upon our 
economy. Isn’t thatso? 

Mr. Young. That is correct. 

Senator Carroti. And that decision which is going to affect the 
whole Nation one way or the other, is not reviewed by any branch 
of Government ? 

Mr. Youne. It depends upon what you mean by review. In con- 
nection with our monetary operations, they are reported to the Con- 
gress and are frequently discussed at hearings before committees of 
the Congress. We appeared before the Joint Economic Committee 
earlier this year, for example. The chairman reviewed in detail just 
what we had done and why we had done it. In the report of the 
committee received yesterday, the committee expressed its views on 
Federal Reserve policy and what it thought Federal Reserve policy 
ought to be. 

Senator Carroti. Mr. Young, I am not criticizing, you see, what 
they did or how they did it. 

Mr. Youna. I merely wanted to get this in the record. 

Senator Carrot. It is a questtion in my mind, you see, with which 
the whole Nation is concerned. As we know, in 1957, there was some 
area of disagreement on this point, but many learned economists felt 
that the tight money policy and restrictive practices on the part of the 
Bureau of the Budget and the cutbacks in defense at least gave an 
impetus to the downward spiral that created unemployment, regard- 
less of the pro or con on this question. 

Mr. Youne. I mentioned that in my statement. 

Senator Carrot. I am sorry. I read your whole testimony on 
this question of inflation and how we handle it, and the questions of 
money policy, and there has been the recent criticism here of people 
in the banking business who are having too much influence on these 
decisions. Now they may be right. There is a question raised, what 
could the Congress do to change the decision of the Federal Reserve 
Board? What could they really do by legislative enactment unless 
they oo the plug on the statute itself, which they are not going 
to do 

Mr. Youna. That is right. They have delegated a —e 

Senator Carrotu. Really, the Congress can’t do much and the 
Executive can’t do much because the President’s power lies in the area 
of appointments. 

r. Youna. It depends upon the quality of the people that operate 
this mechanism. 
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Senator Carrot. And the Supreme Court can’t do anything unless 
there is a specific decision on a specific point involving the property 
rights of a specific individual. 

{r. Youne. That is correct, sir. 

Senator Carrotu. But when it affects the public interest, on in- 
flation, or I may add, deflation—the impact on our economy—as lon 
as we know this, we are pretty much bound by what the Board o 
Governors of the Federal Reserve System says with reference to 
monetary policy. 

Mr. Youne. The decision-making process in the Federal Reserve 
System, sir, works somewhat along ie lines. The central policy 
making body can be said to be the Federal Open Market Committee, 
which is a statutory body in which some not who day by day have 
other hats, put on different hats for the purpose of this committee. 
It consists of the members of the Board of Governors and also the 
presidents of five Federal Reserve banks. These people meet every 
3 weeks. At the meetings, usually the presidents of the Reserve banks 
who are not members of the Open Market Committee also attend. 
They are privileged to attend, but all decisions on open market opera- 
tions are made by the committee of 12. 

The system is a complicated structure of divided powers, and there 
has evolved a pattern of coordination within the system in the utiliza- 
tion of these powers. The Open Market Committee has the power 
over open market operations. The Federal Reserve Board has the 
final power with regard to discount rates, but the initiatin — 
resides with the directors of the 12 Reserve banks. The Board of Gov- 
ernors has the power to raise or lower the reserve requirements of the 
member banks within specific ranges, percentage ranges. 

All of these powers are interrelated. The open market policy power 
can’t be used without having some effects upon the discount power 
of the system. So that there is the necessity—it is a real necessity— 
for an overall discussion of these instruments of operation. And 
overall discussion as to what may be appropriate often occurs at the 
Open Market Committee meetings. At these committee meetings, 
there is a wide submission of information about economic develop- 
ments and conditions in the different regions of the country, so that 
there is a regional picture, and also a national picture of develop- 
ments. The policy decisions are made in the light of these and other 
relevant views and considerations. 

Senator Carrott. You have been very helpful to me and I thank 
you so much. I am thinking that somewhere along the line— 

Mr. Youne. It is a—— 

Senator Carroti. Obviously, you couldn’t have an individual in- 
tervening and saying, “I want a decision by some other branch of 
the Government on the Federal Reserve System;” but by the same 
token you still have the Board sitting here all by itself and making 
tremendously important decisions. 

Mr. Young. And not always popular decisions. 

Senator Carrot. Whether they are popular or not, the question 
is, sometimes, whether they are wise decisions. 

Mr. Youna. That is correct. 

Senator Carrotu. And there is no check and balance against them 
that I can see. In other words, they sit here on an island by them- 








nless 
erty 


1 in- 
lon 
do 
to 


serve 
olicy 
ittee, 
have 
ittee. 
» the 
very 
anks 
tend. 
pera- 


there 
iliza- 
ower 
3 the 
ower 
Gov- 
f the 


ower 
ower 
ity— 
And 
t the 
ings, 
elop- 
a 
elop- 
other 


hank 


i in- 
th of 
same 
king 


stion 





ADMINISTERED PRICES 4891 


selves, making decisions which are contrary to our system of checks 
and balances, I believe. I am not sure of this. I don’t put it as a 
conviction but as a statement, you see, as a thought. 

Mr. Youne. Well, I would think there is always the ultimate check 
of congressional action which would limit powers. This process of 
decision-making is one which involves great deliberation. 

Senator Carroti. Now I will tell you why I put some of these 
questions. The Senate Judiciary Committee has recently established 
a permanent subcommittee to examine for the first time in 12 or 13 
years how various departments are using their rulemaking powers 
under the Administrative Procedure Act, and this is one of the things 
this subcommittee may be looking into. 

Thank you very much, Mr. Chairman. I appreciate it. 

Mr. Youne. We shall try and be as helpful as we can. I should 
also say that we will come 

Senator Carrot. I understood the purpose of this meeting, Mr. 
Chairman, was to talk about inflation, and I thought this had some 
bearing on it. 

Senator Harr. It does have some bearing on the Subcommittee 
on Administrative Procedures. 

Senator Carroti. Of which the chairman is also a member. 

Senator Hart. This was our first ad hoc meeting. 

Senator Carrotu. I attended another committee hearing this morn- 
ing with the Under Secretary of Interior. I might say—this will take 
a minute and it is very important—that they also followed the Ad- 
ministrative Procedure Act. Apparently the Department didn’t fol- 
low it at one time, and they became involved in the Al Sarena case 
where they granted a mining patent to a certain company for mining 
purposes. The Al Sarena company, on the other hand, apparently 

was interested not in minerals but in timber and there was a serious 
a of the motives of the Department in issuing a mineral patent. 

ow we find that the Department now follows a more enlightened 
policy and they are now going to follow the Administrative Proce- 

dure Act which makes these things reviewable in court. All inde- 
pendent decisions which have a tremendous impact upon our economy 
are reviewable in the courts. Of course, they do affect property rights 
of people, of communities, of municipalities, and Mr. Young has made 
a very important point there. This is such a technical field and it is 
so interrelated, it may be difficult. I thank you very much for your 
observations. 

Senator Harr. Thank you. 

Mr. Cuumpris. Mr. Chairman, I found that reference I was taking 
up with Dr. Young. May I read that? 

Senator Hart. Yes. 

Mr. Cuumenrts. Itisonthesame point. Thisis what I was referring 
to, Dr. Young. 

On page 201 of the report on administered prices in the automobile 
industry, I am reading from Senator Langer’s minority views: 


The examination of Consumer Price Index at the time of the hearings— 


which was July 1958— 
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on administered prices revealed a 20 percent increase over the 1947-49 average 
and it has continuously increased each month to the present time. Of concern 
to the farmers is the fact that the greatest increases in prices are reflected in 
services, fuels, machinery, and automotive products which increases the costs of 
farm operations in the face of falling prices of farm products of 117.6 in 1951 to 
a low of 82.9 in December of 1955. Although there has been a gain in the past 
year up to recently in the price of farm products, a recent announcement by the 
U.S. Department of Agriculture revealed a price drop for 3 consecutive months. 

This report was printed on November 1, 1958, and Senator Langer’s 
views were written about September of 1958. So you can notice the 3 
months’ consecutive price drops. 


The so-called two-way (that is, cost-price) squeeze on the farmer is self-evident. 


Your testimony says farm products rose sharply. I just didn’t 
want the record to show that it would indicate that the farmer now 
is getting the prices that everybody thinks that he should have be- 
cause we are getting complaints from farmers all over the country, 
especially the small farmer, that he is still in that cost-price squeeze. 
That is very important in Senator Langer’s facet of these adminis- 
tered price hearings. 

Senator Harr. Thank you. 

For the committee, our counsel, Mr. Dixon. 

Mr. Drxon. Mr. Chairman, if Senator Kefauver were here I be- 
lieve he would like to ask Dr. Young these three pertinent questions: 

Dr. Young, in January of this year when we renewed these admin- 
istered price hearings, we heard from several eminent economists, 
one of them Dr. Gardiner C. Means. He is to follow you here today. 
Dr. Means presented four charts with his testimony. One of these 
charts, chart No. 4, sets forth the wholesale price changes by product 
groups from 1953 to October 1958, in which there is shown an average 
increase of 8.1 percent. 

I believe it would be fair for me to say that Dr. Means left me 
with the impression that he was of the opinion that from 1953 through 
October 1958, much of the price increases in our economy had come in 
the administered price groups. 

After Dr. Means finished his statement, Senator Kefauver asked Dr. 
Means several questions. One of them is as follows, and I am reading 
from the record: 

Given the type of inflation we now have and that you show on chart 4, namely, 
an inflation centering in the administered price industries as distinguished from 
the market price industries, and given the existence of substantial unused plant 


capacity in the administered price industries, do you think that an inflation of 
this kind can be stopped by the use of fiscal and monetary policies? 


Dr. Means answered: 


Definitely not. You can use monetary policy to create a depression and a de- 
pression can probably stop such an inflation, but fiscal and monetary policy can- 
not do it without creating a depression. 

Do you agree with Dr. Means that from 1953 through October 1958 
we have had largely an administered price inflation ? 

Mr. Youne. The purport of my testimony is to show that we have 
had a period of rapid expansion of demands in the economy, that these 
areas which have shown sharp price increases were areas also of sharp 
output increases and that these were areas in which demands were 
particularly strong. 
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As for the general question of whether I agree or disagree with Mr. 
Gardiner Means’ position on monetary policy and administered prices, 
I se tried to make that clear also in my statement. I do not agree 
with him. 

(At this point in the proceedings, Senator Carroll left the hearing 
room.) 

Mr. Drxon. Do you think that your monetary policies will affect 
pricing practices in the steel industry ? 

Mr. Youna. In that I also said that we could not control the demand 
or the prices of any individual product. All that we regulate in our 
operations is the total volume of cash balances in the economy, the 
money supply. We have to deal with the aggregates of the economy, 
the aggregate performance of the economy. We cannot deal with the 
Fae It is up to that individual industry to set its prices at levels 
that will enable the industry to use its capacity and to employ workers. 

Mr. Drxon. May I conclude that the monetary policy of the Federal 
Reserve Board will not have any direct influence upon the managers 
of the steel industry in their determination as to what price they are 
going to charge for steel ? 

Mr. Youna. Well, if they have overpriced their product, they have 
a market problem. Now, with their present level of prices, 1 think 
everybody in this room has observed certain responses that have oc- 
curred in the economy. There is less steel used in the building of 
houses. There has been a substitution of reinforced concrete all 
around this city for structural steel. There has been an increase in 
imports of steel. These are competitive elements. 

You have new types of economies proposed in the use of steel by the 
automobile industry. These are all factors. These are limiting factors 
in what the steel industry can charge. They are constantly presented 
with the problem of reappraising their price policies. ere they 
have come out on it, I don’t lash: 

Mr. Drxon. As an economist, do you have an opinion as to an indus- 
try that raises prices at the same time that demand falls? 

Mr. Youna. Well, I thought that was a mistake, personally, for the 
industry to do that. It didn’t make good economic sense. It didn’t 
make good economic sense for the automobile industry to raise its 
prices at a time of falling demand. And they are not getting the re- 
sponse from the market that I would think as an economist they would 
have gotten if they hadn’t done so. But that is a matter of personal 
judgment versus their judgment, and they have to proceed on their 
judgment. 

Mr. Drxon. In line with that same subject, Senator Kefauver asked 
Dr. Means another question in our previous hearings. He said: 

In view of the showing of your chart, is it not possible that a stable overall price 
level could be merely the result of rising prices in the administered price sector off- 
set by falling prices in the market price sector such as farm products, for in- 
stance? What would be the longrun result of such divergent trends? Suppose 
administered prices continue to go up and market prices, farm products, and so 


forth continue to go down, even though they offset one another and produce a 
Stable overall price level. Is that a healthy situation? 


Dr. Means said: 
I would say that was a very unhealthy situation. 


Would you agree with that? 
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Mr. Youna. Well, you have these problems of individual industries. 
In agriculture, with all due respect to my friend here at the right, 
there is a situation in which you have great supply pressures. You 
certainly can’t have inflation in agriculture with output so large in 
relationship to demand, and there has to be a readjustment of the 
supply insome way. Now, partly that readjustment will have to come 
through prices. That will in a force tending to pull the price level 
down. 

When we talk about stability of prices, we have to think in terms of 
a stable level in the same sense, let us say, as we think of a level of the 
ocean. The surface is always in motion. It is sort of a hypothetical 
thing. It is tending toward its level. Price averages will move up 
and down cyclically and there also will be a longer term tendency in 
the direction of movement which abstracts from these short-term up- 
and-down movements. Within the price level at all times there will 
be prices going up and prices going down as supply and demand 
change for re es commodities and particular groups of commod- 
ities, and you can get into situations where you have a sector out of 
adjustment to a degree that it presents a national problem. 

Mr. Drxon. I think the nature of Senator Kefauver’s question was 
to try to determine this factor. If you draw a chart to try to find the 
average price level, if the average is arrived at by certain industries 
steadily increasing prices and others decreasing prices, such as we have 
had since 1953, is that desirable for the health of our economy? In 
other words, is it desirable for certain industries in the economy to be 
following the stable level that you are talking about and thereby being 
the loser, and another group of industries constantly raising prices 
and obviously not losing anything ? 

Mr. Youna. I think that my point is that these industries aren’t 
free of loss. They are not complete and absolute in their power over 
prices. They can’t keep on raising their prices unless consumer de- 
mands continue to expand relative to consumer demands for farm 
nage let us say, so that the steel industry is able to get higher and 

igher prices. 

Mr. Drxon. We have had illustrated to us in our study of the steel 
industry, Dr. Young, that profits can be largely maintained by reduc- 
ing production, yet by raising prices. Do you approve of that type of 
pricing practice ? . 

Mr. Youne. Well, if you are asking me whether I think it is good 
pricing practice from the standpoint of that industry, I think the 
industry would be well advised to have more flexibility in its prices, 
that it would be much better if it didn’t put as much of a burden on 
employment these days, as it now puts. But that is a matter of 
personal judgment, on my part. 

Mr. Drxon. I think Senator Kefauver might like to ask just one 
other question, if he were here, which he asked previously of Dr. 
Means. He noted that the question didn’t necessarily have anything 
to do with the present study of this subcommittee, but because Dr. 
Means was before us, he asked him about it. I think it would be well 
to ask it of you, because you are before us. 

“What in your opinion would be the effect on this type of inflation 
of securing a balanced budget ?” 
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Dr. Means, among other things, said this in his answer: ates 

“T think it has no bearing on the question of administrative in- 
ation.” 

; Let me ask you: What effect do you think a balanced budget would 
have upon this type of pricing in administered price industries! 

Mr. Younc. We have had a period beginning back before the war 
of price advance that has been quite general through the economy 
and through the price structure. In part, this inflationary situation 
developed because we had the war. e had to finance the war. We 
financed the war by borrowing what we could from the public and 
then by creating money for what we couldn’t borrow from the public. 
And in the process we built up a very large excess of money. _ 

We couldn’t go on doing that without something blowing off. 
After the war we tried to move into a more normal fiscal and monetary 
operation. It took some time to get into a position of a balanced 
budget, but we did it rather promptly. We had surpluses. Then we 
had some recession in 1948-49 and by the nature of our budget process 
we ran into some deficit. We ran into some deficit again in 1953-54, 
and again in this past recession period. ; 

There is a big problem in how the Government is to be financed. 
If it resorts to financing through the printing press, certainly we 
know enough from past experience with money creation to finance 
Government deficits to say that we are in for trouble if we go that 
route. And I don’t understand my friend, Gardiner Means, about 
this. Iam sure he would want to qualify it. 

Mr. Drxon. Wouldn’t you agree that, since 1953, we have been out 
of the period of excess demand in our economy ? 

Mr. Youna. Since 1953, that we have been out of the period of ex- 
cess demand? No, I wouldn’t say that, I think that the period from 
1954 to 1957 we did have excessive demand pressures pressing against 
aggregate supply and we did get our rise in prices in consequence. 
Monetary expansion was part of it in the period. 

Mr. Dixon. Would you have said in 1958, when the steel industry 
a oon, that we were in a period of excess demand in the steel 
industry ¢ 

Mr. Youne. We didn’t have excess demand in the steel industry, 
certainly when the industry was operating around 50 percent capacity 
when it raised prices. And it made a judgment in that industry. Of 
course, there is always a question in that industry of what prices are. 
They have these prices that are announced and then they have prices 
that they make in transactions. I never know just what the price 
situation is quite, and I don’t think we quite get the price situation in 
our statistical reports. But we get an approximation. And at that 
time certainly there was an administered aoatniets to raise prices which 
I wouldn’t agree with. I would think it was not in the public interest. 
I tried to say in here that we recognize there is a problem. In the 
chairman’s statement before the Joint Economic Committee, he pointed 
out and emphasized the fact that this was one of the problem areas, 
but I do think that there are limits to the industry’s power to set 

rices. The steel industry has been able to whip up a demand in here as 
igh as it has and it is up to 92 percent of capacity operations, or there- 

abouts, in part by raising a scare flag; we have a pretty good recovery 
going and saying to everybody, well, now, boys there will be a strike, 
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maybe in 3 or 4 months. You won’t be able to get steel. Get in now 
and get what you can. j 

That is building up an inventory and unless there is a strike, that is 
going to be a problem. The steel industry will have to face it. 

Mr. Dixon. That is all, Mr. Chairman. 

Senator Harr. Doctor, thank you very much. 

Mr. Bouron-Smiru. In connecton with the questioning and certain 
things which have been brought out, I think it would be of interest to 
Senator Wiley to ask a couple of questions. He is now at the For- 
eign Relations Committee. a 

On page 7 of your statement, you indicated that farm prices rose 
sharply in this period. The period you were referring to was 1957-58, 
was it not? 

Mr. Youna. Yes, sir. 

Mr. Bouron-Smiru. You do not, however, contradict Dr. Means’ 
chart No. 4 on page 4754 of the hearings which indicate farm prices 
in the period 1953 to October 1958 dropped about 50 percent, do you? 
Here is the chart. 

Mr. Youna. Well, I don’t haveachart. I am not contradicting that. 

Mr. Botron-Smiru. You are confining your statement to the limited 
period of 1957-58. 

Mr. Youne. It is the limited period. We have here a chart of whole- 
sale commodity prices which gives us foods and foodstuffs which are 
primarily farm products. 

Mr. Bouron-Smiru. Which paper is that? 

Mr. Young. That is 

Mr. Bouron-Smiru. It is in your testimony ? 

Mr. Youna. It is in my testimony. 

Mr. Borron-Smiru. The Washington Post this morning on page 
A-15 said: 

The administration’s chief economist has publicly blamed price increases by 
automakers, heavy industry, and other cbnsumer durables producers for limiting 
output in President Eisenhower’s first term. 

= gather from your testimony that you would tend to agree with 
that ? 

Mr. Youne. Well, one of the functions of prices is to limit output 
when demands are very strong or, rather, to limit demand so that out- 
put can be kept in relation. If prices are carried too far in an up- 
ward movement they choke off demand. It seems to me that the 
automobile industry succeeded in choking off demand. 

Mr. Bouron-Smirn. And so you would tend to agree with this? 

Mr. Youne. To a limited extent, not as a sweeping generalization. 

Mr. Borron-Smiru. Just one short question. On page 15 of your 
statement you say: 





The limits to discussion in pricing in any market are quite real as to how far 
or how long a process of cost-push and administrative price raising can go with- 
out support from aggregate demands. 

I gather from your testimony that you think that both antitrust 
policy and monetary policy can limit the area of discretion, within 
which industrial management can exercise its price discretion. Is that 
correct ? 

Mr. Youns. I think that should be an objective. How well this 


objective is achieved is going to depend upon the effectiveness of 
these policies. 
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Mr. Bouron-Smiru. It can have an effect. 

Mr. Youne. It can have an effect in my judgment. 

Mr. Botron-Smuirn. Thank you. 

Senator Harr. Doctor, thank you very much for your explana- 
tions. 

The next witness will be a man not unmentioned in the earlier testi- 
mony, Dr. Gardiner Means. 

Doctor, you have been good enough, as was Dr. Young, to give us 
a copy of your remarks, but I am sure we would all like to hear you. 
Then, as we indicated to Dr. Young, if you have any other comments 
to make in light of what you have heard this morning, we would 
welcome that, too. 


STATEMENT OF DR. GARDINER C. MEANS, WASHINGTON, D.C. 


Mr. Means. Thank you very much, sir. 

Before I start my homel testimony, I would like to revert to the 
yaragraph from the Washington Post which was read into the record. 
I would like to point out that apparently Dr. Saulnier has come 
around to stating the position which I took before this committee a 
year and a half ago. 

Senator Harr. He may come in, in response to an invitation, and 
disagree with you, but we will assume that your interpretation of the 
column is right, unless he does come here. 

Mr. Means. I think it would be excellent and very valuable if you 
could have him come. I think he has a responsibility to come. 

I very much appreciate this opportunity to comment on the letter 
to Senator Proxmire written by Mr. Ralph A. Young, Director of the 
Division of Research and Statistics of the Federal Reserve Board, 
in which he questioned my testimony before your committee to the 
effect that the recent inflation is an administrative inflation and not 
a classical demand inflation. 

The first and most important point to notice in Mr. Young’s letter 
is his recognition of the fact of administrative discretion in pricing. 
As he says: 

It is an important and widely accepted fact that in major sectors of the econ- 


omy there is a discretionary area for conscious decision in setting prices and 
wages. 


Also, he says: 


To some extent, of course, it is possible for prices and wages to be raised 
without close reference to market influences * * *, 
T am perfectly willing for him to refer to this as an “arbitrary” 
change “without regard to the strength of current or prospective mar- 
ket conditions” if he wants to, but I never have. The essential fact is 
that, to some extent, price and wage rates can be raised without close 
reference to market influences. Mr. Young’s acceptance of the area of 
<liscretion is important because it provides the theoretical possibility 
of an administrative inflation. Whether or not, in a given period, 
there has been an administrative inflation then becomes a question of 
fact, not of theory. 

The second important point to notice in Mr. Young’s letter is that 
he does not question the essential accuracy of the facts on wholesale 
prices presented in my charts. And as you will recall, these charts 
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showed that in 1957 and October 1958 the administration-dominated 
oups of prices were well above their 1953 levels while the market- 
ominated groups were at or below their 1953 levels. 

As you can see in chart IV, which I reintroduce, the 8-percent 
increase in the wholesale price index was, in very large part, a result 
of higher prices in the black areas which represent the administra- 
tion-dominated groups... This Mr, Young does not question in his 
letter nor did he question it this morning. 

(Chart IV is as follows :) 


2 The chart represents the different groups of commodities making up the BLS wholesale 
price index. Each column represents the price index for each group. The height of the 
column represents the change in price from 1953 to October 1958, and the width represents 
the weight of the group in the wholesale price index. The black columns represent 
groups dominated by price administration, the light gray represents market dominated 
groups, and the dark gray represents mixed groups. 
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Mr. Means. The third important thing to notice in Mr. Young’s 
letter is that while he contends that the inflation after 1953 was a 
demand inflation, he does not claim that there was excess demand in 
1957 or in October 1958. Actually, there is clear evidence of a defi- 
ciency of demand in 1957 and 1958. Unemployment—seasonally ad- 
justed—was steadily increasing from early in 1957 until last spring 
and was still higher in October 1958, than at the earlier period. De- 
mand had fallen away from capacity. Steel demand declined so that 
when steel prices were raised 4 percent in July 1957, the industry was 
already down to 80 percent of capacity and when steel prices were 
raised 3 percent in the summer of 1958, operations were around 60 
percent of capacity. The high level of administration-dominated 
prices in 1957 and 1958 was clearly not due to a high level of demand. 

As far as I am concerned, these three things in combination: (1) 
the presence of administrative discretion in pricing, (2) the much 
higher administration-dominated prices without higher market-domi- 
nated prices, and (3) clear evidence of a deficiency of demand, spell 
an administrative inflation and not a demand inflation. In the terms 
of my old geometry book we can say Q.E.D. 

Mr. Young appears to question my conclusion from these accepted 
facts on four grounds, each of which seems to me irrelevant. Let us 
consider them. 

1. First, Mr. Young says that the particular groupings “adopted 
by Mr. Means may not be the most fruitful ones for price analysis 
* * *” T wholly agreed. We would get a clearer picture if, for 
example, the groups which I have designated as mixed were divided 
so as to separate market dominated prices from administration dom- 
inated prices. 

Thus we would separate the prices of nickel and aluminum which 
are produced by concentrated industries and were higher in 1958 than 
1953 from copper, lead, and zinc whose prices are influenced by a great 
multitude of producers for world markets (particularly in the pro- 
duction of the respective ores) and whose prices were lower in 1958 
than 1953. 

Even my groups which are not designated mixed are likely to have 
some mixing. ‘Thus processed food contains numerous foods whose 
prices are administration dominated though the bulk are market 
dominated and it will be found that for the most part the administra- 
tion dominated food prices rose while the market dominated food 

rices fell. If we improved the classification, as Mr. Young suggests, I 
lieve the contract between market and administrative control would 
stand out even more clearly. But this criticism seems to me irrelevant 
since the difference in behavior stands out clearly enough in the stand- 
ard BLS groupings which I have used. 

2. Mr. Young’s second criticism is that my analysis includes farm 
products and products manufactured from them. Thus, he says that 
farm products “are subject to different supply and demand influences” 
from those affecting industrial products. 

With respect to demand, I simply cannot agree with Mr. Young. 
I can see no essential difference between the fluctuation in demand for 
food and fiber and those for other commodities. All are subject to 
fluctuation in demand as incomes fluctuate and as tastes shift. 
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With respect to supply, Mr. Young is partly correct. Most farm 
crops, exclusive of lumber, are subject to unplanned fluctuations 
in supply due to the factor of weather. When an industrial producer 
starts to produce a certain article he has a clear idea of how much 
product will result from a given use of materials and labor and, there- 
fore, can control his output in the light of market conditions. In 
contrast, when the farm plants wheat he has no clear idea of how many 
bushels of wheat he will be able to harvest unless the weather turns 
out to be normal. A drought may produce a crop failure, or favorable 
weather may yield a bumper crop. The Research Division of the 
Federal Reserve Board would aie an important contirbution if it 
developed price indexes for farm products which were adjusted not 
only seasonally, but also for weather-induced abnormalities in supply. 
With such indexes there would be no reason for not including farm and 
farm-derived products in the general analysis of inflation. 

As it is, we have to keep the possibility of weather-induced abnor- 
malities in the supply of farm products in mind when we include farm 
prices in the inflation analysis. Thus, in the winter and spring of 
1957-58, heavy frosts cut down the supply of fresh fruits and vege- 
tables and temporarily raised their prices, not from an excess of de- 
mand, but from an unplanned deficiency of supply. However, I 
have no evidence that abnormalities in supply significantly affect the 
before-and-after comparison of 1953 with the average of 1957 or with 
1953 and October 1958. Most of the abnormalities in supply due to 
frost had been corrected by the latter date. 

Incidentally, I do not cover the control activities of the Department 
of Agriculture. That is a separate point that I don’t think affects the 
final conclusion here. 

3. Mr. Young’s third objection is that my analysis— 
overlooks the consequences of earlier inflationary developments which may re- 
sult in delayed price and wage adjustments being made sometime after infla- 
tionary pressures elsewhere have subsided. 

Insofar as Mr. Young is making this a general indictment, he is in 
gross error. An important part of my analysis was devoted to the 
importance of such lags. Thus, I pointed out that both administered 
prices and wage rates lagged behind in the war inflations. I devoted 
a whole chart to making this point, saying “only in the later stages of 
this monetary inflation did administered prices catch up with the 
general rise.” I believe I have taken full account of the lags in the 
wholesale pricing system. 

I do, however, want to add one set of facts to suggest that the rise 
of administered prices after 1953 was not a lagged adjustment to the 
war inflations. For this purpose I will limit myself to the case of 
steel prices, since they have been so prominent both in your hearings 
and in the administrative inflation. 

In the table below I show indexes for finished steel prices and for 
the wholesale price index for certain crucial periods. The first period 
is the average of 1926-29, before the great depression. I take this 
as a base. The second date is 1942, the first year in which full re- 
covery from the depression was achieved and from which I measure 
the war inflations. The last two are 1953 and October 1958, which 
immediately concern us here. 
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TABLE I.—Steel prices versus wholesale prices 


Index of fin- Percent Index of Percent 
ished steel | change from | wholesale | change from 
prices, previous prices, previous 
1926-29 = 100 period 1926-29= 100 


1953 
October 1958 


Source: Bureau of Labor Statistics. 


As you can see from the table, finished steel prices in 1942 were 
somewhat above their predepression relation to wholesale prices. 
They had risen 5 percent as compared with 2 percent for the wholesale 
index. From this level steel prices doubled in the war inflation while 
the wholesale price index rose 72 percent. 

By 1953 the increase in steel prices from before the big depression 
has been nearly 50 percent greater than the increase in wholesale 
prices. Thus, there is no reason to believe that the 1953 level of steel 
prices had failed to adjust to the new general price level. 

My studies suggest that the same conclusion applies to the bulk of 
administration-dominated wholesale prices, though I am sure there 
must be some exceptions. On the whole, I think we can conclude that 
by 1953 administered prices at wholesale had adjusted to the new 
inflated price level we therefore, their rise from 1953 to 1958 was 
not a lag in adjustment to the previous inflation. 

It is also worth noting that in spite of all the increases in the 
efficiency of steel production, the rise of steel prices from before the 
depression to the present time has been more than double that of the 
wholesale price index. 

4. Mr. Young’s fourth objection is that, in my before-and-after 
analysis, I did not consider the effect of differences in the demand 
for particular categories of commodities in the intermediate period. 
Thus, he says: 


Within the industrial commodity groups * * * price increases in the 1955-57 
expansion period were greatest for metal and [metal] products and it was for 


these products that demands also were strongest and pressure on productive- 


capacity heaviest. 


Actually, the strong demand Mr. Young refers to was in late 1955 
and early 1956, not in 1957 or 1958. Clearly, if there had not been 
administrative domination of such prices as steel, and the rise in 
prices had been the product of high demand in 1955 and 1956, even 
in early 1957, they would have fallen with the fall in demand in 1957 
and 1958 instead of continuing upward. Nor can the continued rise 
be explained on the ground that it was a lagged adjustment to the 
high demand of the winter of 1955-56 which was no longer there. _ 

My own conclusion is that none of Mr. Young’s criticisms require 
a modification of the before-and-after analysis or the conclusion that 
the difference in the “level” of prices in 1957 and October 1958, as 
compared with 1953, was primarily a product of administrative action 
and not a product of demand. This was administrative inflation, not 
demand inflation. For the purposes of your committee this is and 
remains the important conclusion. 
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There was nothing that Mr. Young said this morning which would 
lead me to alter this conclusion. 

Now let me turn to the question of whether or not there was demand 
inflation at any time since 1953. 

First, let me say that I heartily agree with Mr. Young’s assump- 
tion that Federal Reserve Board action can bring about changes in 
the level of demand both through affecting the quantity of money 
outstanding and through its impact on interest rates and the supply 

of credit. I would call your attention to Mr. Young’s outstanding 
article on this subject in the Federal Reserve Bulletin of February 
1953, entitled “The Monetary System of the United States.” As he 
indicates there, a tight money policy will tend to shrink demand—I 
am using colloquial terms here, not the precise terms he used; an 
easy money policy will tend to expand demand. As a result, a tight 
money policy can be an effective instrument for controlling a demand 
inflation, just as an easy money policy can be an effective instrument 
for expanding demand, producing reflation when there is excessive 
unemployment and generating demand inflation when manpower is 
fully employed. 

Let me take an example of effective control by a tight money 
policy. In the latter part of 1955 there was a high demand for 
credit, partly to finance the heavy volume of auto purchases and 
partly to finance capital expansion by business. This tended to lift 
interest rates above their 1953 levels and if a tight money policy had 
not been adopted there would undoubtedly have been a demand in- 
flation. The excess in demand would have arisen because, with higher 
short term interest rates, the public and particularly those in touch 
with the short term loan markets, would have wanted to hold smaller 
money balances, keeping a larger proportion of their liquid assets 
in an interest-earning form. Faced with this situation—and perhaps 
also believing that the rise in the wholesale index was due to excess 
demand—the Federal Reserve Board appropriately adopted a tight 
money policy and severely limited the growth in bank credit and the 
money supply. By this action, I am sure, they prevented any de- 
mand inflation from developing in the winter of 1955-56. There 
was administrative inflation in that period just as there was in the 
recession of 1954. But I see no evidence of demand inflation at 
that time. 

Actually, I find no evidence of demand inflation at any time since 
1953. To establish this point let me analyze the relation between 
demand and capacity during the last 5 years. 

First, it is important to note that 1953 was a year of high employ- 
ment without inflationary pressures. Unemployment in 1953 aver- 
aged less than 1.9 million by the new measures, following 2 years of 
almost equally low unemployment. 

Incidentally, I should point out in one quarter unemployment got 
as low as 114 million. 

Mr. Buatr. Dr. Means, just one question. Your unemployment 
figures do not include any estimate for part-time employment. 

Mr. Means. No. Definitely not. 


a the Economic Report of the President stated in January 
54: 


Perhaps never before in their history have the American people come closer 


to the ideal of high and expanding employment without price inflation, than 
in 1953 (p. 11). 
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From 1951 to the beginning of 1953 some measure of price control 
had been in effect. However, the inflationary pressure of the Korean 
war had subsided so that by January 1953, the wholesale price index 
was 6 percent below its 1951 peak. Asa result, when price controls 
were finally dropped in early February 1953, there was no rise in 
prices. Asthe President’s Economic Report stated : 

The removal of controls early in February 1953 had apparently as little effect 
on the year’s wage movements as On its price developments (p. 39). 

Let us, then, examine the relation of production to capacity in 
recent years, using 1953 as a noninflationary full-employment i. ase, 
First, consider unemployment after 1953. In every year since 1953 
unemployment has averaged close to a million more than in 1953." 
The same excessive unemployment is shown quarter by quarter. In 
each quarter since 1953 unemployment has been more than 850,000 
higher than in the lowest quarter of 1953. In other words, in no 
quarter since 1953, a year without inflationary pressure, has demand 
been pressing on the labor supply. 

The same conclusion applies to manufacturing capacity. This can 
be seen in chart 5, which is derived from a similar chart in the recent 
Economic Report of the President and represents indexes of manu- 
facturing capacity and production since 1953.” 


1 Unemployment came within 952,000 of the 1953 figure in 1956, but was over 1 million 
more 4g every other year since 1953. (All figures employ the new definitions of employ- 
men 
Chart 5 differs from that published in the “January 1959 Economic Report of the 
ae aa, — respect: The Dec. 31, 1952, value for capacity is taken as 100 instead 
of Dec 9 
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(Chart 5 is as follows :) 
CHART 5 


Manufacturing Capacity and Production 


INDEX, 1953-100 
140 


MANUFACTURING CAPACITY 


PRODUCTION OF 
MANUFACTURES 


80 
1953 1954 1955 1956 1957 1958 


SOURCES: Mc GRAW-HILL PUBLISHING COMPANY, BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM. 


Mr. Means. As can be seen from the chart, manufacturing capacity 
expanded faster than production, so that at the successive peaks of 
production demand was less and less pressing on capacity. Indeed, 
at the peak quarter in 1955 manufacturing production was only 6 per- 
cent over its peak quarter in 1953, while capacity had increased by 
16 percent in the same period. And after 1955, while manufacturing 
capacity continued to expand at much the same rate, there was no 
significant increase in production. This is certainly not a picture of 
demand pressing on capacity. And if there was no demand inflation 
in 1953, how could there be demand inflation in 1955 or later, when 
both labor and manufacturing capacity were less fully used ? 

Mr. Young may quite properly suggest that the inflation came in 
durable goods, so let us look at the record there. I do not have an 
index for manufacturing capacity in durable-goods production, but it 
is well known that durable-goods capacity has expanded more rapidly 
than total manufacturing capacity. I have, therefore, used the latter, 
that is, total manufacturing capacity, as a conservative measure of the 
growth of durable-goods capacity. 

As you can see in chart 6, there is very much the same pattern for 
durable goods as for manufacturing as a whole. Notice how capacity 
builds up while production lags way behind. Again evidence of 
demand pressing on capacity is lacking. Rather, after 1955, we have 
the picture of mild stagnation, recession, and partial recovery. 
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(Chart 6 is as follows :) 
CHART 6 


OUTPUT OF DURABLE MANUFACTUS 


F.R INDEXES, ADJUSTED FOR SEASONAL VARIATIO 947-49 #100 


PER CENT 





1953 1954 1955 1956 1957 1958 


SOURCES: Mc GRAW-HILL PUBLISHING COMPANY, BOARD OF GOVERNORS 
OF THE FEDERAL RESERVE SYSTEM 


Mr. Means. But let us go to steel which was, as Mr. Young agrees, 
an important source of the price rise after 1953. What was the re- 
lation of demand to capacity in steel? Chart 7 shows indexes of 
steel capacity and output. You can see that, in spite of the heavy 
or prargeas of autos and other durable goods, steel production in 1955 

id not come as close to capacity as in the first half of 1953. How- 


ever, in the spring and fall of 1956, steel production did reach capacity 
rates. Was this an example of excess demand ? 
(Chart 7 is as follows:) 
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Mr. Means. Let us look at this more carefully. As you remember, 
there was a 6 weeks’ strike in the summer of 1956. As Mr. Young 
pointed out this morning. It is well recognized that when a strike 
is possible on a certain date, inventories are built up ahead of time, 
then depleted during the strike, and rebuilt after the strike. The 
high rate of production in the spring and fall of 1956 was not a prod- 
uct of excess demand but of a temporary deficiency in supply. The 
situation was a little like a crop failure in wheat. In both cases, if 
prices were made in the market the curtailment of supply would lead 
to a price rise, followed by a fall in prices when supply returned to 
normal. The horizontal dotted line in 1956 in the chart represents 
the average demand for that year and, as you can see, it was well 
below the levels of 1953 and 1955. A temporary rise of steel prices 
could be understood as the result of a temporary curtailment of sup- 

ly. But this would not be the result of a general excess of demand. 

Tt would not justify a contraction of general demand any more than 
the rise in wheat prices resulting from a crop failure would justify 
a tight money policy. 

I could produce much more evidence that the price inflation from 
1953 to the present was not the product of “too much demand,” but 
was the product of administrative power with which your commit- 
tee is concerned. I could show how between mid-1953 and mid-1955, 
a period of recession and partial recovery, administered prices rose 
and their rise was accompanied by a fall and partial recovery in mar- 
ket prices; how from mid-1955 to mid-1956 both administered and 
market prices rose; how from mid-1956 to mid-1957 administered 
prices rose and market prices fell; and how from mid-1957 to mid- 
1958 administration dominated prices rose and market dominated 
prices again fell. 

Whether market prices fell with a fall in general demand or rose 
with a rise in general demand, administered prices steadily climbed. 
I will give only one example of this+steel. 

Senator Harr. Doctor, I apologize for the interruption and for sus- 
ending this session. I am advised that there is a rollcall on the 
enate floor. 

Mr. Means. I understand. 

Senator Harr. We will recess at the call of the Chair for about 20 

minutes. This is regrettable. 
A short recess was taken.) 

Senator Hart. The committee will be in order. 

Doctor, I apologize again for the interruption. 

Mr. Means. I quite understand. It is one of those problems. 
At the time we broke up I was saying whether market prices fell 

with a fall in general demand between 1953 and 1958 or rose with a 
rise in general demand, administered prices steadily climbed. I will 
give only one example of this—steel. 

As you can see from chart 8, steel prices rose in every year since 
1953 and it is not "rae from a study of the chart to determine 
which were years of recession and falling demand and which years of 
higher demand. 

(Chart 8 is as follows:) 
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Mr. Means. Clearly, so far as wholesale prices are concerned, the 
dominant fact of the inflation since 1953 has been its administrative 
character. At no time since 1953 has demand been pressing on either 
the labor supply or manufacturing capacity as strongly as it did in 
1953 when there was no demand inflation. 

On the one occasion when a demand inflation might have developed— 
the fall and winter of 1955-56—a tight-money policy removed that 
danger. For the rest of the period, that is after early 1956, there has 
not been even sufficient demand to produce full employment, let alone 
generate demand inflation. 

Mr. Young offers two other evidences of the inflationary tendencies 
in the 1953 to 1957 period, the 80-percent rise in common stock prices 
and the 17-percent advance in average hourly earnings of factory 
workers. 

I do not pretend to be an expert on the stock market, but there are 
many cathe explanations of the stock market rise other than an 
excess in the demand for goods. For example, the rise might have 
been due to increased profits arising from administrative inflation, 
or a willingness to place a higher value on future prospects, or the 
removal of the excess profits tax, or an insufficient supply of new stock 
to absorb the savings seeking outlet through stock equities, or a 
combination of two or more of these developments. Until it is estab- 
lished that the rise of common stock prices did not come from some 
other source, it cannot be regarded as evidence of a generally infla- 
tionary condition. 

The 17-percent advance in the hourly earnings of factory workers 
is a different matter. I do feel competent to discuss it. In citing 
this advance in wage rates, Mr. Young makes no reference to increased 
productivity. Yet Mr. Young would, I am sure, agree that if labor 
output per man-hour increased 17 percent from 1953 to 1957, the 
17-percent increase in hourly earnings would be no evidence at all of 
an inflationary tendency since labor-cost per unit of output would not 
have increased. 

Now a report by the staff of the Joint Economic Committee indicates 
that, for the first 3 of these 4 years, output per hour for all manu- 
facturing increased 11.5 percent. If this rate had continued through 
1957, this would have meant a 15.7-percent increase in output, leaving 
only 1.3 percent of Mr. Young’s wage increase as possibly inflationary. 
The reported figures on productivity in 1957 show a lower rate of 
increase, but the rate of steel production was also much lower. And 
it is well known that productivity in steel is a function not only of 
technical progress but also of the level of operations. 

Mr. Roger Blough in a recent speech made this point very clear, and 
I would like to read from that speech: ~ 

For example, if we take the records of the American Iron & Steel Institute 
and do a little arithmetic, we find that in 1956, the year in which our present 
steel wage agreement was signed, the industry turned out considerably more 
steel per 1,000 hours than it did last year. Over that period, in fact, output 
per man-hour declined by more than 7 percent. That, of course, was due pri- 
marily to the sharp drop in steel production during a period of recession, and 


now that demand for steel is rising rapidly, it may be expected that output per 
man-hour will do likewise. So if the steel union seeks to justify its wage 


1“Productivity, Prices, and Incomes,” p. 89. 
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demands by claiming some spectacular rise in output per man-hour during the 
coming months, it may fool a number of people, but that will not make its 
demands one whit less inflationary. : 

Senator Harr. For the record, would you identify the place and 
time of the speech by Mr. Blough ? 

Mr. Means. Yes. This is “The Million Dollar Bundle,” an address 
by Roger Blough, chairman of the board of directors, United States 
Steel Corp., at the annual meeting of the Minnesota Editorial Asso- 
ciation, Minneapolis, Minn., February 20, 1959. 

Now what is sauce for the goose is sauce for the gander, and we 
can reverse his statement and say that the decline in output per man- 
hour from 1956 for 1957 which actually took place is not evidence 
that technological improvement did not continue through 1957 as it 
had in 1956. The decline in output per man must be attributed to 
the fall in production, not to a decline in the rate of technological 
improvement on which wage rates should be based. 

Mr. Bouron-Smiru. I wonder if the witness could restate that. I 
lost that last thought. 

Mr. Means. It is claimed that the increase in productivity from 
1953 to 1956 did not continue in 1957, and technically that is correct. 
The productivity did not increase as much in 1957 as it had in the 

receding 3 years. But if you make an adjustment for the lower 
level of activity in producing steel, then you will find that the in- 
crease in productivity due to technical improvement continued. And 
it is the increase in productivity due to’technical improvement which 
should be the basis in arriving at wage adjustments as Mr. Blough 
so clearly points out. 

Mr. Buatr. By the same token, increases in productivity in years 
of very high output should be—— 

Mr. Means. Cut down. 

Mr. Buarr. Subject to a downward revision. 

Mr. Means. Readjusted down for purposes of appraising labor 
costs in relation to wage rates. 

Mr. Buarr. Right. 

Mr. Means. In the light of the big increase in productivity arising 
from the higher current rate of operations, I think we can conclude 
that the trend of technical improvement from 1953 to 1956 continued 
through 1957 and 1958. 

Certainly, the difference between the increase in hourly earnings 
and the increase in output per hour between 1953 and 1957 cannot 
have been large. It is quite false to point to a 17-percent increase 
in earnings per hour as evidence of inflationary tendencies. What 
might be more significant is to point out that between 1953 and 1957 
factory workers’ average hourly earnings, adjusted for productivity 
increase, rose less than half as much as the cost of living, and less 
than a third as much as the prices of manufactured products. Wage 
rate increases that had such a lag cannot be regarded as evidence of 
an inflationary tendency. Indeed, it is somewhat disturbing that an 
official of the Federal Reserve Board should cite as evidence of infla- 
tionary pressure the crude figures for wage increases without any 
reference to increased productivity or any consideration of whether 
they lagged or led changes in living costs. 

Mr. Prec. Mr. Means, is there general agreement on the method for 
measuring labor productivity ? 
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Mr. Means. By no means. It is a complex subject. I am using 
the figures that have been agreed on by the Joint Economic Commit- 
tee for the first 3 years, and I have explained why I have continued 
the percentage growth in improvement in productivity into 1957. I 
could accept the current figures. 

Senator Harr. Would it be fair to assume the Federal Reserve 
Board adopts this same formula to the extent that it is concerned 
with the productivity ¢ 

Mr. Means. It is the most official formula there is and I have never 
seen any suggestion from them that they employ any different 
formula. 

Now I come to the question of the kind of analysis provided to the 
Federal Reserve Board as a basis for its policy. In my testimony 
before you a month and a half ago, I expressed the opinion that 
Federal Reserve policy was based on an incorrect analysis of the 
situation because it failed to distinguish between an administrative 
inflation which was occurring and a demand inflation which was not 
occurring. 

Mr. Young presents three articles on prices published in the Federal 
Reserve Bulletin as evidence that the situation was correctly analyzed. 
I have examined these articles with care and can find no evidence in 
them that the distinction I have drawn between demand inflation and 
administrative inflation was recognized or its implications appreci- 
ated. ‘This conclusion is so important that I want to support it with 
two examples. 

In the most recent of these articles, dated April 1958, it says: 

Price advances in the 1955-57 period, while large, developed more gradually 
and uniformly than they did during the buying waves in the earlier postwar 
periods of price rise. [Italic added.] 

This is clearly at odds with evidence I have previously introduced 
for the period 1953 to 1957; but it applies only to the 1955-57 period 
so I have prepared chart 9 which shews the price index changes from 
the first half of 1955 to 1957. 
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(Chart 9 referred to is as follows:) 


CHART 9 


INDEX, 1953=100 
140 
PRICE INDEXES 


FINISHED STEEL PRICES 


a ano 
— PRICE OF ALL 
MANUFACTURED PRODUCTS 


1953 1954 1955 1956 1957 1958 


SOURCE: OEPARTMENT OF LABOR. 


Mr. Means. As you can see, the rise in prices was not at all uni- 
form, but was primarily in the administration dominated groups. 
Nowhere in the article is this administered price rise indicated, a rise 
which was so different from the rise of market dominated prices at 
the outset of the war inflations. 

My second example is the lead sentence of the same April 1958 
article. This analysis of recent price trends starts off : 


Recession in economic activity beginning last autumn has been accompanied 
by little change in price of most industrial commodities from the advanced levels 
reached last summer. 

Yet if we examine price changes from July 1957 to March 1958, what 
do we find? All the industrial market dominated groups of chart IV 
went down. All of the administration dominated groups of chart TV 
went up except rubber and rubber products, which went down slightly. 

And even rubber and rubber products follows the general pattern 
when we distinguish between the market dominated natural rubber, 
which went down 19 percent, and tires and other products of rubber, 
which went up 2 percent. 

These movements are shown in table IT, the black groups of chart 1V 
being doubly underlined and the mixed groups being singly under- 
lined. There is no suggestion in the article that the administration 
dominated prices continued to rise in an administrative inflation which 
was maske by the depression fall in market dominated prices. And 
in Mr. Young’s letter, he denies that this differential movement of ris- 
ing administered prices and falling market prices can “be character- 
ized as one of simultaneous inflation and depression.” 
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(Table II above referred to is as follows :) 


Taste II.—Recession changes in wholesale prices, July 1957-March 1958 


Percent 
Price group change 


Machinery and motive products 

Chemicals and allied products 

Fabricated steel 

Furniture and other household durables 

Pulp, paper, and allied products 

Tobacco manufacture and bottled beverages 

I oa cacineneninicipelieinvanihaldoelaniiiaics +2 
Finished and semifinished steel 

Rubber and rubber products_—_. 


Hides, skins, leather, and leather products 
Textile products and apparel 

Fuel power and lighting materials. 
Lumber and wood products 

Metal and metal products, except steel 





* * 


Mr. Means. Not only does the analysis in these articles fail to dis- 
tinguish between the two types of inflation, but even the statistical 


price series are not so organized as to allow a distinction between 
prices which are market dominated and those which are administra- 
tion dominated. As a result a difference in behavior would not be 
apparent. 

ven in his recent letter, Mr. Young gives evidence of a failure to 
draw a clear distinction between demand inflation and administrative 
inflation when he imputes to me the conclusion that “monetary instru- 
ments should not be used to moderate inflationary trends.” In my 
testimony before you I made it abundantly clear that I believed the 
use of monetary instruments to be highly appropriate for controlling 
a demand inflation and quite inappropriate for controlling an ad- 
ministrative inflation in the absence of excess demand. 

Mr. Young is involved in the same confusion when he says Mr, 
Means’ “contention that administration is an adequate explanation for 
postwar or post-Korean events is unacceptable.” Since I made no 
such contention, but rather pointed out that the war inflations were 
demand inflations and not administrative inflations, one can only con- 
clude that Mr. Young has not yet reached a clear conception of the 
difference between demand inflation and an administrative inflation, 
and his testimony this morning more eloquently established that fact. 

I believe the confusion in analysis lies even deeper than the confu- 
sion over the facts and grows out of the failure to adjust the economic 
theory of business fluctuations to the high degree of pricing discretion 
which exists in our economy today. Mr. Young analyzes present 
events in terms of traditional business cycle theory. According to Mr. 
Young the downturn in 1957 developed out of an earlier situation 
during which inflationary factors accentuated a “cyclical upswing.” 
The upswing led to excesses which could not be wholly prevented by 
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money and credit policy and resulted in a “cyclical recession.” Now 
traditional business cycle theory takes no account of the role of price 
administration in our economy and is, therefore, in very important 
respects, obsolete. Insofar as it is made the basis of current analysis, 
it can hardly be expected to provide an accurate view of recent de- 
velopments. 

In the light of the analysis which appears to have been supplied to 
the Federal Reserve Board, the continuance of the tight money policy 
through 1956, 1957, and into 1958 is understandable. The asa act- 
ing on the basis of traditional cycle theory and confusing an admin- 
istrative inflation with an inflation arising from excess demand, main- 
tained a tight money policy which limited and finally contracted de- 
mand so that after the winter of 1955-56 there was a virtual cessation 
of industrial growth and finally a serious recession. 

Just look at the relation between Reserve policy and industrial pro- 
duction. Chart 10 shows at the top the index of manufacturing pro- 
duction from 1953 to 1958, the discount rate of the New York Fed- 
eral Reserve Board (the stepped line) and the real supply of money 
(the irregular line at the bottom). The New York discount rate is a 
simple and fairly accurate reflection of that much more complex 
thing, Federal Reserve policy. Its level indicates roughly the tight- 
ness of policy. The figures for the real money supply are the total 
of demand deposits and currency, seasonally adjusted and also ad- 
justed for changes in the Consumer Price Index. They indicate the 
effect of Federal Reserve policy on the money supply. 


35621—59—pt. 10——_5 












4916 ADMINISTERED PRICES 









(Chart 10 above referred to is as follows :) 


CHART 10 
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Mr. Means. Mr. Young may properly object to the use of the Con- 
sumer Price Index here as being not the best deflator, and I will say 
that if I had the resources of the Board, I could have devised a bet- 
ter deflator, but in the absence of such, this is satisfactory. 

As can be seen from chart 10, there was neither a tight nor an easy 
money policy in 1953 and some monetary expansion occurred in the 
first part of the year. In 1954 an easy money policy was adopted 
to increase demand and overcome the 1954 recession, and you have 
the money supply increasing along with and followed by the in- 
crease In production. Then, in the summer of 1955, the easy money 
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licy was reversed and, in the fall of 1955, a tight money policy was 
instituted and, in the fall of 1955, a tight money policy was insti- 
tuted which was further tightened in 1956 and kept tight throughout 
1957, and the first quarter of 1958. Also from the spring of 1956 
the effect of this policy was to contract the real money supply. You 
can see the bottom index there sliding down from the spring of 1956 
to the bottom reached in January 1958. 

I am not here concerned with Reserve policy before the summer of 
1956. I have already indicated that the tight money policy was ap- 
propriate for the winter of 1955-56. But by the spring of 1956 man- 
ufacturing demand was easing off, particularly for durable goods 
other than steel, which was being accumulated in anticipation of a 
strike as it is today. 

As we have seen, at no time since the spring of 1956 has demand 
been sufficient to push manufacturing caution significantly above 
its highest 1955 level in spite of surplus labor and productive 
capacity. 

he further tightening of monetary policy after the spring of 
1956, I believe, the cause of the lack of growth in the presence of un- 
used resources. Then came the extreme tightening of money in the 
summer of 1957—notice in the chart the sharp jog in the discount 
rate toward the latter part of 1957—when there were ample signs that 
demand was steadily weakening relative to normal growth. This was 
a shock to the business community that could well initiate the sharp 
recession which followed and, along with the previous tightening, 
was, I believe, the primary cause. 

Likewise, I believe the slowing up of recovery has been the result 
of the renewal of the tight money policy last fall. In the last 3 years 
we have lost, by my crude calculations, at least $70 billion of national 
production which would have been available if demand had not been 
so curbed by the tight money policy that manpower and industrial 
capacity were idle. 

Had the Board been given an analysis showing that after the spring 
of 1956, there was no demand inflation and neither labor nor plant 
capacity was being fully utilized, but that administrative inflation 
was underway, just consider the dilemma the Board would have 
faced: Should demand be expanded so as to bring about full em- 
ployment and a balanced budget while administrative inflation con- 
tinued, or should demand be contracted in an effort to prevent admin- 
istrative inflation even though this meant excessive unemployment and 
an unbalanced budget. 

This would have been an awful choice—and I use “awful” in the 
sense of awe inspiring—and there is a good deal of question whether 
= i momentous decision should rest with the Federal Reserve 

oard. 

Now if you accept my analysis and not that of Mr. Young, we are 
still faced, insofar as monetary action is concerned, with the dilemma 
which would have faced the Federal Reserve Board if it had received 
a correct analysis of the situation. 

If we limit consideration to monetary action, one course is for the 
Federal Reserve Board to expand demand by adopting an easier 
money policy sufficient to bring us back to full employment. In such 
a reflation, market prices can be expected to rise somewhat reflecting 
the expansion of demand. 
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As market prices recovered to a full employment level, the whole- 
sale price index would rise, unmasking the administrative inflation 
which has been occurring even in this depression period. Also, if 
nothing is done to stop it, administrative inflation can be expected to 
continue, though I doubt if it would be accelerated much by the extra 
demand just as it has been much dampened by the recession. 

Also, I believe that the easier money policy could be so adjusted 
that when the reflation was complete and full employment was 
reached, further expansion in demand could be limited to normal 
growth and demand inflation could be prevented. However, a creep- 
ing administrative inflation could be expected to continue if no other 
action is taken. 

The alternative course, so far as monetary policy is concerned, is 
to maintain a tight money policy so as to keep the price level con- 
stant, making the continued administrative inflation by the deflation 
of market prices. 

This might produce the appearance of price stability without its 
reality, but would place a major burden on farmer, small business, 
and the unemployed, just as the average price stability of the last year 
was achieved at the depression expense of these groups. 

If we had to choose between these two alternatives, I am convinced 
that full employment with gradually rising prices would be preferable 
to stagnation with an apparently stable price level. 

However, while the Federal Reserve could only choose between 
these two alternatives, I do not believe our society is so limited. | 
believe we can find ways of curbing administrative inflation without 
losing the advantage of free enterprise and the efficiencies of big 
business. 

This makes the problem one with which your committee must. be 
concerned. 

So far as the immediate future, is concerned, the problem can be 
stated as follows: How can we hold down administration dominated 
— while we reflate to full employment through an easier money 
policy. 

Senator Harr. Doctor, for this stimulating presentation, I would 
like on behalf of all of us to thank you. 

You were present during the testimony of Dr. Young earlier today, 
throughout, am I right? 

Mr. Means. That is right. I was. 

Senator Harr. In light of that, do you modify or amend or feel it 
necessary to clarify any of your testimony given this committee at an 
earlier date? 

Mr. Means. Oh, I would say not. Mr. Young suggested at one point 
I may want to qualify, but I would definitely say I would not qualify 
the testimony I gave then and at no other point would I qualify. 

On the point that he did raise where he suggested I might qualify, 
I believe the question was whether I thought that—I would have to 
ask to have that question repeated because I don’t have it exactly in 
mind, and the exact wording is very important. Do you have it! 
The question where he asked whether I would qualify. 

Senator Harr. Mr. Dixon read from an earlier committee hearing. 
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Mr. Dixon. Yes. I asked this question, Dr. Means. I told Dr. 
Young that Senator Kefauver had asked it of you. This was the 
question that Senator Kefauver had asked : 

What in your opinion would be the effect on this type of inflation of securing 
a balanced budget? 


And then I told him that in your answer, among other things, you 
had made this statement : 


I think it has no bearing on the question of administrative inflation. 


Mr. Means. That is right. Now, it is that point that I want to 
emphasize. Mr. Young has clearly failed to draw a distinction in 
his own thinking between an administrative inflation and demand in- 
flation, and I am sure that he thought the qualification I would want 
to make was because I would want to admit as I do freely, that a 
balanced budget would facilitate controling a demand inflation. But 
my answer was not oriented to a demand inflation but to an adminis- 
trative inflation, and I see no reason to qualify it in that respect. 

Senator Harr. For Senator Wiley, have you any questions? 

Mr. Borron-Smirn. Thank you, Mr. Chairman. I think Senator 
Wiley would be interested if you had any suggestion you would like 
to repeat with respect to a remedy. 

Mr. Mrans. I felt that perhaps this morning I was most useful if 
I simply focused on the Federal Reserve policy and its relation to 
administrative inflation or its lack of relation, and reserve to a later 
time any suggestions on what might be done about it. 

Mr. Bouron-SmitnH. Are you familiar with Dr. Galbraith’s pro- 

osal ? 
5 Mr. Mans. Yes, I am, ina general way. He is going to be testify- 
ing here and I think he is going to expand and elaborate it. 

I will say this, that in my testimony a year and a half ago, I sug- 
gested that a presidential drawing in of labor and business and the 
adoption of a hold-the-line policy might be a useful device. 

At that time we didn’t have a depression. At the present time 
we have a depression, and in the presence of that depression, such 
a hold-the-line policy would not be nearly as effective because we have 
got to reflate and in the process of reflating, we are going to raise the 
flexible prices and that will make it much harder to hold the line on 
the administered prices. 

However, I think that if more vigorous measures of some sort were 
adopted to sit on the lid of administered prices, that a general policy 
of sit-on-the-lid on a presidential agreement basis might have some 
value. It would be of much less importance and I am sure it needs to 
be reinforced by something more vigorous. 

Mr. Bo.ron-Smiru. Do you think of any aspect of antitrust policy 
which would be useful in narrowing the range of administrative dis- 
cretion in arriving at an administered price ? 

Mr. Means. I can think of that only in longer run terms. The 
process of modifying the power to administer prices is a very complex 
and slow process and I don’t think that in terms of getting economic 
recovery in the near future without too much inflation that we can do 
very much in that direction. a 

I think the committee needs to study this possibility of requiring 
a review of proposed price changes. I think that ought to be given 
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serious consideration, not as a long-run measure but as a temporary 
one for the period in which reflation was undertaken. 

But notice that if you are going to have reflation, you have first. got 
to persuade the Federal Reserve Board that it is its function to reflate. 

I was very much impressed by Senator Carroll’s questions this morn- 
ing. If the Federal Reserve Board cannot be persuaded that demand 
needs to be increased, what can the Congress do? And there is no 

—— in trying a sit-on-the-lid policy over administered prices if the 
ederal Reserve Board will not expand demand. 

Mr. Dixon. You mean by that if the Federal Reserve Board con- 
tinues its tight money policy as such ? 

Mr. Means. If it continues, we will continue to have 5 million un- 
employed, and by the way, the figures of unemployment are quite 
minimal. The last figure I saw was 4.7 million. That doesn’t take 
account at all of the part-time workers. That doesn’t take account 
at all of the manpower that has become hidden unemployment on the 
farms. If we had maintained full employment over the last 5 years, 
I don’t know how many more hundreds of thousands of people on the 
farms now scratching out a low-income living would have found jobs 
in industry. Half a million at least, perhaps a million, would have 
transferred out of agriculture and would have added to national pro- 
duction, so that you have got at least a half million to add to the 
actual unemployment and the unemployment due to part-time work. 

Mr. Buatr. Which the latter, the part time, is estimated to be about 
a million and a half or 2 million, is that right ? 

Mr. Means. I haven’t seen the figures. 

Mr. Brarr. In terms of the equivalents of unemployed. 

Mr. Means. Yes. 

Then you have the third. In a period of full employment there 
are a lot of people who come into the labor market that will not come 
in when there is a lot of unemployment, who would prefer to work 
at current wage rates but who do not, come in because it is difficult to 
get a job, because other people, their neighbors, are unemployed and 
they don’t need the work. They would like it. Now, they are part 
of our national productive capacity and ought to be used even though 
they are on the margin of whethet they come into the labor market 
or not. 

So that the amount of unemployment that actually exists at the 
resent time in terms of any rational full-employment program would 
»e vastly greater than that which is now reflected in the figures of 

unemployment that are formally issued. 

Mr. Drxon. Dr. Means, is it at all desirable to have a steel price 
increase at this present time ? 

Mr. Means. I think it would be desirable to have a steel price re- 
duction. I think it could be made and the steel corporations could 
earn ample profits. 

Mr. Drxon. You are familiar with Senator Kefauver’s public pro- 
posal to labor and management in the steel industry wherein he 
suggested that labor at this particular time ought to negotiate for a 
wage increase no more than its productivity increase, provided man- 
agement agreed not to raise prices this year ? 

Mr. Means. I would like to see labor and management make such 
an agreement, definitely. I think it would be in the long-run interests 
of labor and management to make such an agreement. 
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I think it would be awfully hard in the light of the huge increases 
in prices and the very high profit rates that will be showing in the 
steel industry when they are operating at 85 percent of capacity, 
that it would be awfully hard to persuade labor that they don’t have a 
right to more than the increase in productivity. 

After all, they have not had a—by my figures they have not had even 
the full increase in the cost of living plus the increase in productivity. 

Mr. Drxon. With respect to this tight money policy by the Federal 
Reserve Board, we are back in it again. 

Mr. Means. Yes, sir. 

Mr. Drxon. Are we again to expect the small businessman and 
the farmer to have to shoulder the major burden of that program? 

Mr. Means. It is a little hard to say, “shoulder the major burden,” 
but I think it is going to react very badly on them. It is going also to 
reduce potential business profits because if we are going to operate at 
appreciably less than capacity, business profits are going to be less 
even if we just held the present level of administered prices, so that 
they are losing by our failure to achieve full employment, but big 
business can afford to lose on this account more than the small busi- 
nessman because there are not so many big businesses that are close to 
the edge of financial difficulties. 

Mr. Buatr. Dr. Means, turning to your chart 10, I think you will 
agree that some economists might put a different interpretation on it. 
It might be held that toward the end of 1957 the country was coming 
to an end of a capital goods boom which had begun in 1955 or per- 
haps earlier. With the ending of that capital goods boom, a decline 
in production was almost inevitable. This in turn led the Federal Re- 
serve Board shortly thereafter to make successive reductions in the 
discount rate. So that it wasn’t the Federal Reserve policy that 
caused the recession in 1958 but rather the recession was due to an 
expected and anticipated end of a period of capital formation. 

Would that not be an accurate statement of the position held by 
some economists in interpreting that chart? 

Mr. Means. I have no doubt. What one would say to that argu- 
ment if that were the case, is that if early in 1957 capital formation 
was declining, why was it that the Federal Reserve discount rate 
was subsequently raised to its highest point, that it was after that 
that the tightest period of money was created by the Federal Re- 
serve Board. 

Now, the standard practice in monetary matters is that when the 
demand for credit falls off, which is implicit in this declining of 
capital formation, the lower rates of interest should prevail and the 
Federal Reserve Board should facilitate the transition, the transfer 
of resources from capital goods to consumption goods. 

Therefore, every measure that I can see except the rise in the 
wholesale prices dictated an easing of monetary policy after the 
first quarter of 1957 at the very minimum. 

Of course, I have suggested that the point of easing should have 
been a year earlier. 

Mr. Bua. I, of course, am not in any way questioning your criti- 
cism of the increase in the discount rate toward the latter part of 
1957, that bulge upward as you refer to it. 

Mr, Means. Yes. 
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Mr. Buair. I am merely addressing myself to the successive reduc- 
tions in the rate and raising the question of whether they were made 
as a result of a general decline in economic activity that had, itself, 
stemmed from something other than a tight money policy; namely, 
an ending of a period of capital expansion. 

Mr. Means. If the function of the Federal Reserve Board is that 
expressed by Mr. Young this morning, then a failure to cut dis- 
count rates in the spring of 1957 was a failure to carry out the policy 
unless you accept Mr. Young’s thesis that you still had a demand in- 
flation and that throughout this period a rising wholesale price index, 
was a demand inflation. 

Now, if it was a demand inflation, then it would have been quite 
appropriate to not ease the money policy. It would have been appro- 
priate to say we have got to limit the demand to prevent demand 
inflation, and the decline in capital formation will be made up by 
the high level of demand for consumption goods, so there is no prob- 
lem of shifting resources. It will take care of itself since demand is 
by definition excessive. It is the assumption that. demand was exces- 
sive that involves the sharp difference between Mr. Young and my- 
self, and if you did not have excessive demand and maintained a 
tight money policy when the demand was declining, then the failure 
to easy monetary policy was a causal factor. 

Mr. Buatr. Dr. Means, just one more question, again in the con- 
text of issues raised by this chart. 

The latest forecasts I have seen seem to indicate that the expected 
rate of capital formation—spending by private industry on new 
plant and equipment—will not be substantially greater in 1959 than 
in the year 1958. Of course, the year 1958 represented a substantial 
reduction from the level of 1957 and immediately prior years. 

If these forecasts turn out to be correct and capital formation does 
not rise in 1959 above the 1958 levels, do you think that it would be 
possible by the use of monetary policy alone to create substantially full 
employment ? 

Mr. Means. Oh, I think so. 

Mr. Brarr. What would be required in the way of steps to be taken 
by the Government other than further reductions in the discount rate? 

Mr. Means. I would say that in addition to lower interest rates, 
it. was of vital importance to have an expansion in the real stock of 
money. By my crude calculations, perhaps we have a deficiency in 
the money supply of as much as $8 billion. In other words, we would 
need a very sizable expansion in the real stock and money to provide 
full employment. 

Now, the process of getting the expansion in money is the expansion 
of bank loans or purchases of securities which will come by easing 
the money policy, lower rates, and the creation of additional reserves. 

Mr. Buarr. If industry has ample cpacity and is not engaged in 
an ambitious program of adding thereto, why will it seek to obtain 
loans for capital formation ? 

Mr. Means. I think that if the people in the country were confident 
that we were going to have full employment in the near future and 
interest rates were reduced, the construction of housing would go up. 
Construction of various things would go up; consumption of ordinary 
products would go up; the prices of farm products would increase 
somewhat, and the farmers would have increased spending. It is a 
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complex of developments that would grow out of the very process of 
creating additional demands. That is what is implicit both in Mr. 
Young's s analysis and in my own analysis. 

Mr. Young is quite clear on the fact that an easy-money policy will 
have an effect of expanding demand and a tight one will have the 
effect of contracting demand. 

Mr. Buatr. But all of these desirable economic results of a looser 
money policy that you have just set forth would be—— 

Mr. Means. Easy. Not loose. I don’t like to say loose. Easy- 
money policy. 

Mr. Buair. I accept the correction—of an easy-money policy, would 
be jeopardized in part by—and I understand this to be your view—a 
continued price increase in the administered price industries. 

Mr. Means. I don’t think it would be jeopardized, for this reason, 
that I do not think a reflation program that got us back to full em- 
ployment would very much affect the rate at which administrative in- 
flation continues. 

I think it will continue if we take no positive steps, and the mone- 
tary action creating the additional demand will have to overcome not 
only the deficiency vof demand at present but the effect of the contin- 
ued administrative price rise. ‘That is, I think, in terms of the next 
2 years a relatively minor matter not to be weighed significantly 
against achieving full employment and all the produc tion that goes 
with that. But it is definitely an undesirable development and we 
would be justified in making a good deal of effort to prevent it or 
minimize it. 

Mr. Bratr. That ends my questions, Senator. 

Senator Harr. For Senator Dirksen ? 

Mr. Peck. No; thank you, Mr. Chairman. No questions. 

Senator Harr. Mr. Dixon? 

Mr. Drxon. That is all. 

Senator Harr. Thank you very much. 

Mr. Means. I appreciate the opportunity. 

Senator Harr. We will recess until 10 a.m. tomorrow. 

(Thereupon, at 1:35 p.m., the subcommittee took a recess until to- 
morrow, Wednesday, March 11, 1959, at 10 a.m.) 
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WEDNESDAY, MARCH 11, 1959 
U.S. Senate, 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a.m., in room 
457, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Hart, and Carroll. 

Also present: Paul Rand Dixon, counsel and staff director; Donald 
P. McHugh, counsel; Peter N. Chumbris, counsel for minority; 
Carlile Bolton-Smith, special counsel for minority; Theodore T. 
Peck, special counsel for minority; Philip R. Layton, assistant coun- 
sel; Dr. John M. Blair, chief economist; and Gladys E. Montier, 
clerk. 

Senator Kerauver. The committee will come to order. 

As Chairman, I want to express my appreciation to Senator Hart 
for presiding splendidly at the meeting yesterday, at which time I 
necessarily had to be away. Iam putting Senator Hart on notice that 
with his consent, we will be calling on him frequently. 

Our first witness this morning is Dr. Kenneth Galbraith, professor 
of economics at Harvard University, one of our Nation’s outstanding 
economists. 

Dr. Galbraith has been before this committee a number of times, 
and before other congressional committees, presenting information on 
economic problems. His writings and his works are well known. 

I suppose, Dr. Galbraith, I might give your most recent book, “The 
Affluent Society,” a little plug. 

Mr. Garprairu. I appreciate it. 

Senator Krrauver. Many of us have, read it with much pleasure. 
We are glad to see that it is having such good sales. 

Before we start, Senator Hart, do you have any observations ? 

Senator Harr. Not relevant, Mr. Chairman, but Michigan has a 
bestselling author, too, a member of our Supreme Court who writes 
under the pen name of Robert Traver. His book is “The Anatomy 
of Murder.” I remember receiving a note from him advising that he 
was sending me a copy of “The Affluent Society.” This Michigan 
judge, author of another bestseller, said of your books, Dr. Galbraith, 
that it was the first time he had ever read economics in poetry. 

I thought you would like to hear that opinion. 

Mr. Gatpraitu. Well, Senator, this is really a great treat. I read 
Judge—I suppose one should call him Judge—Traver’s book on the 
way to South America this summer, and I don’t think a trip ever 
passed so quickly. I spent the whole time in northern Michigan. 
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Senator Keravuver. This is a fine mutual admiration society that 
has been started here. But I suppose, Dr. Galbraith, that since you 
have given your time and thoughts in the preparation of information 
for Congress, and also in coming here to be with us, you are entitled 
to a little free advertisement. We will ask you to file a statement 
with the committee later as to how much the sale of your book has 
improved as a result of what we have said here. [Laughter. ] 

Mr. Garerarru. Thank you, Mr. Chairman. 

Mr. Cuumeris. Mr. Chairman, since you are passing out bouquets, 
may I say on behalf of Senator Langer that he has made use of Dr. 
Galbraith’s testimony quite extensively in preparing his individual 
views on the impact of administered prices on the farm situation. 

Senator Kreravuver. I am sure Senator Langer appreciates an able 
economist. Dr. Galbraith is glad to know that, too. 

All right, sir. 


STATEMENT OF DR. JOHN KENNETH GALBRAITH, PROFESSOR OF 
ECONOMICS, HARVARD UNIVERSITY 


Mr. Gauprarrn. Thank you very much, Senator Kefauver, and 
with your permission I will go through this statement, taking no more 
time than 

Senator Kerauver. Any footnotes, of course, that you do not read 
will be printed as though read. 

Mr. GALBRAITH. Yes, sir. 


During the last 2 years, if I sense matters correctly, there has been 


an increasing measure of agreement on the causes of inflation and the 
logic of its remedies. Evasion of the more awkward conclusions is 
still possible and it is still practiced, but increasingly the hard core 
of the problem is showing through. 

The visible and inescapable bones of the problem can be described 
briefly and, on a matter where woyds are so often used to obscure 
meaning, there is a positive advantage in brevity. 

First of all, let me lay down the primary economic and political 
condition which controls any useful discussion of this problem. This 
is the overriding importance of high employment. The opportunity 
for a job and the income that goes with it come first in our thinking 
on economic policy. This is understandable. 

Unemployment is rarely considered desirable or healthy by those 
who have experienced it and for most people it remains the major 
misfortune, the major risk of our economic society. 

High employ ment is also related to a high rate of economic growth, 
and vice versa. High output is an inducement to investment. Low 
output and idle plant capacity reduce the incentive to investment. 

This is a point which I would like to emphasize and underline. 
The strongest possible inducement to plant expansion—to growth—is 
to have existing plant operating at or near capacity, and “those w “a 
argue for reducing the rate of use of capacity as a measure of inflation 
control are inevitably arguing for some reduction in the rate of eco- 
nomic expansion. 

It follows from what I have just said that no policy designed to 
promote the stabilization of prices has any chance to permanent suc- 
cess if it depends, either directly or indirectly, on deliberately con- 
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tinned unemployment. It is my own hope that sooner or later, we 
will do something to remove both the stigma and the economic penal- 
ties which are associated with involuntary unemployment. When 
this is done we shall be committed to less stringent goals of economic 
management and full employment may well cease to be such a social 
imperative as now. But it is equally clear that we haven’t accom- 
plished this reform yet—and won’t for some time. Those who recom- 
mend such policies may get a certain amount of applause for their 
soundness and for their courage in committing other people to mis- 
fortune. This should not be confused with popular approval. 

Next, we must be clear that at high employment, prices in the Amer- 
ican economy—or more particularly, in one important sector of it— 
are not stable. Structural defects exist in the design of economic 
systems as they exist in machines, There is such a defect in our sys- 
tem. We do not remove it either by pretending that it doesn’t exist 
or by horrified denunciation of those ins point it out. 

In that sector of the economy where firms are large and the control 
over prices is substantial, there is opportunity for large discretionary 
increases in prices when demand is favorable. By implication— 
from what I read in the New York Times this morning—that is some- 
thing that Dr. Young conceded yesterday. He said these increases 
had not occurred in the last year because demand was not favorable. 

In other words, there was something less than full opportunity. 

The demand that is favorable to high employment is favorable to 
such discretionary price action. There is a powerful motive for the 
use of this price discretion whenever wages are raised. So the in- 
crease in wages is covered by a price increase—usually with something 
more. So long as demand is at or so long as it is near full employ- 
ment levels, we must, expect that, in industries characterized by rela- 
tively small numbers of strong firms and strong unions, prices and 
wages will react on each other in a steady upward spiral. 

Even with considerable idle capacity, the spiral will continue in 
some industries, the leading case, of course, being steel. I have gone 
into the analytical basis of this in earlier testimony before this com- 
mittee, and I shan’t repeat it here. 

Dr. Means in recent hearings has persuasively documented these 
conclusions by showing how inflation has been localized in the con- 
centrated or administered sector of the economy since 1953. 

I may say parenthetically that I share the committee’s admiration of 
Dr. Means’ testimony—I think it is extremely useful testimony. 

In fact, commodity inflation, that is, nonservice inflation since the 
late forties is largely accounted for by the increase in prices of steel, 
steel products, machinery, automobiles, pulp and paper, rubber, to- 
bacco, and beverages. These, in general, are the concentrated indus- 
tries. Prices of textiles and apparel and most importantly of food and 
agricultural products have contributed little to the inflation. 

And, generally, when the index has been stable, this is a very im- 
portant point, it has not been because of stability in the concentrated 
industries, but because of the offsetting effect of falling prices in the 
unconcentrated industries. 

Senator Keravuver. I though Dr. Means’ charts brought out that 
point very clearly. 
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Mr. Garprairu. They did. The remedies follow with certain ob- 
stinacy from the diagnosis. The possible courses of action are four, 
only four, and they are as follows: 

(1) Do nothing. 

(2) Rely on monetary or fiscal measures or a combination of the 
two. 

(3) Break up the large corporations, presumably also the unions. 

(4) Design some direct approach to the problem of wage and price 
setting in the concentrated industries which will insure that these are 
noninflationary. 

Let us review now each of these possible courses of action. 

To do nothing is, of course, to accept inflation. There are a few 
forthright supporters of this position. There are a great many more 
indirect or unconscious advocates who oppose all available courses of 
action or hope that the problem will yield to a combination of prayer, 
incantation, and admonition. 

To do nothing is not a tolerable choice. Let us reflect very well 
and carefully on the kind of inflation we are talking about. It is led 
by the prices of the largest and strongest firms. It is paced more or 
less by the wages of the larger and stronger unions. Those who suf- 
fer, it follows, are the weaker firms and weaker unions. Also the 

ublic servants, schoolteachers, and unorganized workers who usually 
io not have effective bargaining power. And also the retired and the 
aged who have no real bargaining position at all in the economy. 

Those who endorse an inflation of this modern sort are therefore 
endorsing a policy of giving the most to the biggest and strongest and 
the least to the smallest and weakest. This is not the whole case 
against inflation. But this point must be seen with all clarity. 

The modern inflation is not neutral. Because of its inherent identi- 
fication with economic strength, it is inequitable, regressive, and re- 
actionary. As I have elsewhere put the matter under inflation coun- 
tervailing power ceases to regulate relation between groups. Thus 
public interest becomes all but certain. 

Senator Keravuver. I want to congratulate you upon that very fine 
statement describing what happens when nothing is done. 

Mr. Gatpratru. I want to come back, if I may, a little later on, Sen- 
ator, to this same point. 

Now we come to monetary and fiscal policy which do not make con- 
tact with present forms of inflation, at least in a useful or practical 
way. 

The administered price sector can advance its prices and does when- 
ever the economy is close to full capacity and employment. We have 
seen that the level of use of capacity and the level of employment 
depends on the level of demand for goods. Both monetary policy and 
fiscal policy make contact with this problem by reducing the level of 
demand. To be effective, they must reduce, therefore, the level of 
demand enough to create idle capacity and unemployment since the 
inflation occurs when idle capacity and unemployment are not present 
in substantial amount. 

But a policy of creating idle capacity and unemployment collides 
with the higher objective of full employment and full use of capacity. 
We set higher store by these, as I have stressed, than we do by price 
stability. 

Senator Kerauver. Go on, please. 
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Mr. Garprairu. As I have just said, we set a higher store by growth 
and full employment than we do by price stability; therefore we can- 
not have policies which seek price stability by increasing unemploy- 
ment, by reducing demand. 

Let me say in this connection that monetary policy, under all cir- 
cumstances, is a secondary instrument of public policy. Nothing has 
been more salutary than our discovery—or more properly, our redis- 
covery—in the last few years that there is no subtle monetary magic 
here by which an economy can be guided and directed. The less reli- 
ance we place on monetary policy as a broad rule, the better off we 
will be. 

The case of tax and expenditure policy is somewhat different. To 
say that fiscal policy—the purposeful use of taxes and expenditures 
to influence the level of economic activity—will not of itself bring 
stabilization at full employment, is not to say that fiscal policy is 
unimportant. When there is unemployment and idle capacity, an 
excess of Government expenditures over receipts is: by far the surest 
way of expanding economic activity. Then we should have a deficit— 
let us not duck the hard words here—and when output and employ- 
ment are high, the budget should be balanced. But even though a 
balanced budget does not insure price stability at full employment 
it is one of the conditions necessary for stability at full employment. 
Budget balancing, I think we should always add, does not necessarily 
mean reducing expenditures. If the services that are needed by the 
community exceed the revenues produced at full employment demand, 
then the proper course is to raise taxes. 

Now, the position so far is this: At or near full employment, we 
shall have inflation in the concentrated industries. Monetary and 
fiscal policy can be a remedy only by severely cutting back output and 
employment, and this remedy is worse than the disease. 

The third possibility is to break up the large corporations and per- 
haps also the large unions, 

Can we not enforce the antitrust laws with all vigor and extend 
them somehow to the unions? 

The antitrust laws serve a valuable purpose in our economy. They 
bring the conscience of the community to bear on the problem of 
economic power. For this reason they restrain the strong firm in its 
relation with its weaker competitors, or its suppliers, or its customers. 
It is for this reason that they have always had a strong claim on the 
interest of men of moral sense. The antitrust laws could be stronger 
and better enforced than they are. 

But to suppose that the antitrust laws will work the kind of revo- 
lution which will reconcile full employment with price stability is out 
of the question. This would mean a wholesale revision in industrial 
structure—a wholesale disintegration of existing business units. Even 
though desirable, there is not the slightest indication from the legal 
history that the antitrust laws are the instrument for such a revolution. 

As applied to industry, the policy would be politically divisive. 
And, needless to say, the application to unions would provide a field 
day for those who would think the attack on inflation was a wonder- 
ful excuse for an attack on labor organization as such. 

So I would conclude—and this I would argue with considerable 
vigor—that there is no hope for an inflation remedy in the antitrust 
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laws. To argue that there is may be to engender doubts about the 
effectiveness of the antitrust laws for the other very important pur- 
poses which they serve. 

So, only one course of action remains. This is some form of public 
intervention in the part of the economy where full employment or an 
approach to full employment means inflationary price and wage 
increases. Such intervention, when it comes, will not be the result 
of advocacy by me or by any particular individual; it will be because 
of the absence of alternatives. 

We are coming to accept the need for such intervention. The 
recent survey of professional economists by the Joint Economic Com- 
mittee shows that between 40 and 50 percent of those interviewed or 
surveyed accepted the need for wage and price regulation as at least 
a reserve weapon against inflation. 

It can be assumed that economists have not come to this conclusion 
very willingly. 

What is perhaps more striking is the way the need for such inter- 
vention is implicit in the philosophy and economic pronouncements 
of the present administration. The administration has warned re- 
yeatedly that restraint is essential in wage and price making. The 
on Economic Report of the President says, in remarkably categorical 
language : 

Increases in money wages and other compensation not justified by the pro- 
ductivity performance of the economy are inevitably inflationary. 


Itadds: 


Self-discipline and restraint are essential if reasonable stability of prices is to 
be reached within the frame work of free competitive institutions * * *. [Italic 
added. ] 


Apart, perhaps, from its tendency to single out wages for special 
attention, the only difference one need have with the administration 
is its belief that the problem can beesolved by such warnings. This, 
of course, is fantastic. 

As Prof. Ben W. Lewis has said in his wise an amusing testimony 
before this committee, these unstructured admonitions have a perfect 
record of accomplishing nothing. One cannot imagine that the econ- 
omists serving the President believe such warnings will work, and 
one wonders if they really wish to stake their professional reputations 
on the success of such a feeble course of policy. 

And I would suggest, Mr. Chairman, at some juncture some com- 
mittee address a communication to Dr. Saulnier and to his colleagues 
on the Council of Economic Advisers and ask them if they are willing, 
as a professional matter, to state whether they believe that these ad- 
monitions that are issued in general terms every year, really work or 
are expected to work. If not, then they should stop issuing them. 

Senator Harr. Mr. Chairman. 

Senator Keravuver. Senator Hart. 

Senator Harr. I take it, then, that Dr. Galbraith would append a 
footnote to the letter you addressed to Dr. Saulnier inviting him to 
discuss this and other aspects of our problems with the subcommittee. 
In your absence yesterday, I presumed to insert in the record your let- 
ter to Dr. Saulnier and in addition the testimony he gave by way of 
the Washington Post of yesterday. 
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Senator Keravuver. I was advised that you did, Senator Hart. We, 
of course, invited Dr. Saulnier to appear. We are disappointed that 
he did not accept our invitation, but perhaps in the light of this testi- 
mony of yours, Dr. Galbraith, and other testimony to which we will 
call his attention, we will renew our invitation and hope he will re- 
consider. 

Mr. Garsrairu. Let me say I am not trying to put Dr. Saulnier 
on the spot, but I think it is time we had an understanding as to 
whether these words of admonition are to be taken seriously or whether 
they are an escape from the issue. If they are to be taken seriously, 
then those who use them should state their conviction that they are a 
useful instrument and policy. 

Senator Keravuver. If I remember correctly, Dr. Saulnier made a 
speech to the Press Club about the same time he was declining to come 
and testify before this subcommittee. I would think that as important 
as the Press Club is, Members of Congress should also be able to get 
the benefit of his views. 

(At this point in the proceedings, Senator Carroll entered the hear- 
ing room. ) 

Senator Krrauver. We deserve equal consideration. I am very 
glad to see that Senator Carroll has come in. 

Mr. Gatsrairu. I would like to say, in my view these admonitions 
reflect only the appalling tendency of our time for words to become 
not a portent of action, but a substitute for it. But I would also point 
out that if one asks for effective action instead of futile admonition, 
the economic philosophy of the Eisenhower administration brings one 
abruptly and inescapably to the issue of what we do, or the issue of 
controls. 

Let me now suggest, as we enter upon discussion of such intervention, 
two or three of the principles that I would say should govern our policy 
in this area. 

We should recognize, first, that this should be a limited intervention. 
There is no need for intervention where there is nothing wrong. As 
we have seen, apparel prices, food prices, many other prices, are riot 
administered and are not a source of inflationary pressure under the 
circumstances of which we are speaking. On occasion, declines in 
these series have offset increases elsewhere, to bring an illusory ap- 
pearance of stability. 

Therefore, there is no need to intervene. The control of demand, the 
regulation of demand which is implicit in the notion of having a bal- 
anced budget at full employment and, therefore, not adding to the 
inflation, will still take care of this sector. 

We should beware of the man who says, “If you control anything, 
you must control everything.” That will be to do nothing at all, and 
this may sometimes be his aim. 

Second, the machinery should be simple and its aim should be re- 
straint and not rigid price and wage fixing. We are seeking to re- 
move the inflationary effect of large increases in prices that are now at 
the discretion of steel, machinery, automotive, and other producers 
in the concentrated industries. 

And we are seeking to prevent wage increases in excess of what can 
be absorbed from requiring or being the excuse for such price ad- 
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vances. We can fall far short of perfection in this effort and still im- 
prove vastly on the present situation. 

The present situation, to repeat, allows at full employment for large 
discretionary increases without any restraint of any kind. 

If we insist on perfection in this effort, we shall probably also end 
up doing nothing. 

Third, the effort to achieve stability should, if at all possible, be 
‘arried on in a conciliatory spirit. Our problem is that the economy 
is not stable, its prices are not stable at or near full employment. 
The task is to correct a fault in the system and not to assess blame. 

The actual procedures will require discussion and it is worth hop- 
ing that this will get underway promptly. More accurately it is 
already underway, and let’s hope it will proceed. The results of the 
legislation now pending under the sponsorship, among others, of 
Senator O’Mahoney and Senator Clark and Congressman Reuss, 
will serve as a valuable focus for this discussion. Desirable proce- 
dure—and my purpose is not to be dogmatic but to give a concrete 
image of what I have in mind—will, I think, involve some kind of 
official finding each year as to the wages advances that can be af- 
forded within a framework of stable prices. (If the recent admoni- 
tions had no other fault, the total lack of a statement of what is ex- 
pected is sufficient to render them worthless. ) 

This finding of the advances which are generally consistent with 
the increase in productivity should, of course, be after full hearings 
and full discussion. Perhaps then, since the situation in each indus- 
try will be different, there might be tripartite committees represent- 
ing labor, management, and the public to deal in decentralized fash- 
ion with the application of the standards to particular industries. 
If a new collective-bargaining agreement required no price increases 
and none occurred, there would be no action of any sort. 

Were it claimed that a price increase were required in steel, ma- 
chinery, automobiles, or elsewhere, fhis claim would come before the 
committee for investigation and finding of fact. Certainly in the 
beginning the sanctions for noncompliance should be mild and with 
reliance on the force of public opinion. 

However, we should always have in mind that too easy acceptance 
of noncooperation is discrimination against the man who does 
cooperate. 

We should also remind ourselves that the constant chase of wages 
by prices and prices by wages, which is our present situation, or 
which has been our situation in much of the time since World War II, 
is calculated to keep labor-management negotiations in a state of 
turmoil. The overall objective which we are seeking here is to elim- 
inate price inflation. To take this factor of price inflation out of in- 
dustrial relations would, in turn, greatly simplify and regularize 
union-management negotiation. 

May I offer two final comments. The professional guardians of 
our ideology will react to proposals such as this by saying that they 
infringe on the free price system. Therefore, they are inconsistent in 
principle with the system of free markets. 

I would urge these spokesmen to desist. These proposals do not 
interfere with free markets. Rather they bring the public interest 
to bear on what is now private price fixing. It is obvious that if 
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private discretion over prices did not exist, the problem we are here 
talking about would not arise. Where that private discretion does 
not exist, as say in agriculture, the problem does not arise. 

Second, those who are interested in price stability should count on 
conservative opposition to these proposals. I use that term in no 
invidious sense, for these proposals have a meaning for progressive 
government which goes considerable beyond the case for price sta- 
bility. 

Inflation, because it is regressive, is unpopular with the people at 
large. But it is not without conservative appeal. One must be a 
fairly imperturbable friend of the strong and the powerful to argue 
for it or even to countenance it. But there are many who do find 
it not unapalatable. 

Morover, if some system of wage and price restraint is not avail- 
able, the case for monetary and fiscal remedies for inflation will seem 
very strong. Monetary policy has a strong conservative appeal. As 
Prof. Walter Heller has argued, monetary policy works against pub- 
lie activities, especailly State and local construction, and it works 
against small business. (W. W. Heller “CED’s Stabilizing Budget 
Policy After 10 Years.” American Economic Review, September 
1957.) For the same reason, it has a strong appeal to banks, those 
with funds to lend and to large borrowers on whom the effect of a 
tight money policy is very slight. 

I have gone into this also in detailed testimony before this com- 
mittee. (J. K. Galbraith, “Market Structure and Stabilization 
Policy,” Review of Economics and Statistics, May, 1957.) I am 
happy to say that since that time I have had at least the implicit 
approval for this position of Chairman Martin of the Federal Re- 
serve Board. Testifying before the House Small Business Committee 
on November 21, 1957, about the effect of the tight money policy of 
that particular time on small business, he made this point, that the 
economy has been undergoing, he said, and I quote him: “The econ- 
omy has been undergoing a capital goods boom and capital goods 
industries as well as industries that require heavy capital investment 
are generally characterized by large-scale enterprises.” 

Well, if an industry is undergoing an investment boom, as invest- 
ment obviously is not being curbed by the tight money policy, and if 
that part of the economy is characterized by large enterprise, what 
he is saying is, of course, it is largely exempted from the application 
of the tight money policy. 

But we should also recognize that fiscal policy can be a strong rein- 
forcement to conservative goals and aims under certain circumstances, 
at least. 

The danger of inflation can be made a powerful argument against 
things which are opposed on generally conservative grounds. This is 
now happening. The price of more spending on education, health, 
defense, foreign aid, or conservation, is, it will be said, more inflation. 
So the man who opposes the expansion or improvement in these ac- 


tivities, the person who favors some or all, becomes automatically a 
spender and an inflationist. 


So it has come about in our time that the bogey of inflation has 
replaced the bogey of socialism as the barrier to enlarged and im- 
proved and progressive Government services, and since inflation is a 





4934 ADMINISTERED PRICES 


clear and present danger—since it is a matter of recurring experience 
and socialism isn’t—inflation has become a far more effective bogey 
than socialism ever was. 

This situation, in my judgment, will only be changed when we have 
an effective way of dealing with inflation. Then there can no longer 
be a generalized argument that expanded public activity causes in- 
flation. The Government can then embark on needed and useful 
tasks when men and resources are unemployed and available. The 
imperatives of budget balancing will take over only at full employ- 
ment, that is to say, only when resources are fully used, and that is 
the point, the precise point at which they should take over. 

Senator Keravuver. Thank you very much, Dr. Galbraith. 

When was the last time you appeared before this subcommittee? 

Mr. Gatsrairu. I have the date here, July 11, 1957. 

Senator Kerauver. [ think it was at the time we were beginning 
our hearings on this problem. 

At that time, Dr. Galbraith, you recommended the passage of a bill 
or some method to be set up to require advance notification of price 
increases and perhaps even of demands for wage increases. You 
advocated that there be an opportunity for a public hearing to con- 
sider the justification for the proposed increase and what the results 
would be, and so forth. You felt that presenting the request in 
advance and giving public opinion a chance to act on the subject 
would have a restraining influence. That was along the same lines 
that you have recommended here today, but since that time you have 
gone somewhat further. 

Mr. Gatsrairn. Yes. The Congress has come some distance, and 
so, I hope, have I. 

Senator Kerauver. The problem, you feel, has become more acute 
since that time. 

Mr. Gatpraitru. Yes. I have also had more chance to think about 
it. I must say that I come to the notion of intervention on these mat- 
ters with reluctance. I have had some experience with it myself. It 
is not an easy area in which to operate. It would be much more easy 
and much more convenient to say this should be left to the market and 
that will take care of it. I have reluctantly reached the conclusion, 
which I must say I am most interested to note seems to be shared by a 
large number—not a majority—but a very large minority, of econo- 
mists, that this is now an idle hope. 

Therefore, I think we have to face up to this problem. 

Senator Kerauver. You refer at the bottom of page 8 and the top 
of page 9 to bills that have been filed by Senator O’Mahoney, Senator 
Clark, and Congressman Reuss. I am not familiar with the details 
of Senator Clark’s and Congressman Reuss’ bills, but Senator 
O’Mahoney in his bill has followed pretty much the suggestions you 
made in July 1957, of requiring notices to be filed and hearings held. 
That procedure is also similar to a bill that Senator O’Mahoney 
had previously introduced. 

Mr. Gatsraitrn. That is right. 

Senator Krerauver. Do you think at this time, more than a year 
and a half since you testified last, that the kind of bill that Senator 
O’Mahoney has filed would be of any substantial value ? 

Mr. Gauprairn. Well, I would go beyond the O’Mahoney bill, 
frankly, and I would go a little beyond the Clark-Reuss bill. It resem- 
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bles the O’Mahoney bill but it has the further feature of setting the 
broad standards of the wage-price policy which would be consistent 
with stability and doing that each year. 

My own feeling is that the last 2 years have shown that this is a 
problem which will be with us not only when we are at full employ- 
ment, bug, as indeed has been the case in the last 2 years, when we are 
somewhat short of full employment. 

We have continued in the concentrated industries, at least, to have 
very substantial price increases, even though they are not operating at 
capacity, and this shows that even to allow some slack in the system 
will not give us stability. 

I am persuaded, therefore, we must grasp this nettle. And I 
would remind the committee that the task of an economist is not 
to say the popular thing, but to say the necessary thing. 

Senator Krerauver. I notice you always say exactly what you think 
and what you believe. For that we are grateful. Youand Dr. Lewis 
and other witnesses have made strong arguments to the effect that 
stability, or combating ‘inflation by admonition, is not possible and 
has no real results. And yet you were a part of such an effort back 
in the early part of the 1940’s, at which time, before OPA was passed, 
for 26 niall by knocking heads together and admonition and after 


hearings and appealing to patriotism, it did a great deal of good in 
holding the price line. 

Was that not true? 

Mr. Garsrairu. Yes, although we should remind ourselves of sev- 
eral things there, Senator. 


First, in this period we were coming out of a disastrous depression 
and we still had a great deal of unemployment, far more unemploy- 
ment than we have had in the recent past. 

Secondly, these were not the kind of open-end or, as I called them, 
unstructured admonitions which have been emanating from the ad- 
ministration these last several years. These were instructions not to 
raise prices for any reason without prior consultation with the Gov- 
ernment, and with a rather specific promise that if this were done it 
would be reported to the Congress, and it would become a subject of 
criticism. So there were both standards and in some degree there 
were sanctions. 

I would also say that at the time that the legislation was passed, 
bringing this particular period to an end and instituting a period of 
legal price control—let me say that this is not the type of price 
control which I am now talking about here—the time had run out 
on moral suasion. The pressures had gotten to the point where it 
would not have worked very much longer. 

Senator Kerauver. The demands and the positions were tailored to 
particular industries back in the early 1940’s. 

Mr. Gateraitu. That is right. 

Senator Kerauver. In addition to the fact we were coming out of 
a period of quite substantial unemployment, we also had the added 
incentive of compliance and appeals to patriotism because we were 
about to get intoa war. Isthat nota point? 

Mr. GauperaitH. Yes. 

Senator Kerauver. But it was substantially effective for quite a 
time. 
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Mr. Gasrarra. It was substantially effective for a period roughly 
from the summer of 1940 until the late autumn or early winter of 
1942. There was a year and a half or more when this effort cer- 
tainly did contribute substantially to price stability. 

Senator Kerauver. How does what was done at that time differ 
from what you are proposing here ? 

Mr. Garsrarru. Well 

Senator Krerauver. You put legislative teeth in the proposal here, 
is that right? 

Mr. Gaprarru. I have not dealt with the nature of the legislative 
teeth here in any detail, and I think this is something which should 
be discussed much more fully. I am not sure that my own mind is 
completely clear on how far we should go. In 1941 and 1942 we were 
facing a war. We were in a period also when the demand for every- 
thing would be vastly in excess of our capacity to supply it. This 
would be true of agricultural products, notably true of agricultural 
products. It would be true of textiles. It would be true of apparel. 
It would be true of almost everything. The pressure of this demand 
related, of course, to a great excess of expenditures over revenues was 
pressing on al] markets. 

This situation I would differentiate very sharply from the situation 
which we are in at the present time. We have now no excessive de- 
mands for agricultural products. It almost makes us smile to think 
of the notion. We have considerable excess of capacity in the tex- 
tiles, and a great many of the other consumers goods industries, and 
we have substantial price stability in these industries. 

What we do have is this cost-push phenomenon in one sector of the 
economy, as Dr. Means has so brilliantly shown. This is causing us 
constant year-by-year price increases, price increases which in the case 
of steel are doubling the price of steel about every 10 years. That is 
a pretty rapid rate. 

Now, my present proposal, Senator, would be to confine attention to 
that sector of the problem. It is the area where prices are already 
administered—or fined. As I have said in my statement, I think it 
is most important that we not buy the notion that we have to control 
everything. This will be to do nothing. What we must do is find 
some formula for isolating this trouble spot in the economy. It is an 
important sector of the economy, and we must deal with that. 

Senator Krerauver. Senator Carroll? 

Senator Carrot,. On page 16 of your statement, Doctor, you say, 
ae bring the public interest to bear on what is now private price 

xing.” 

Ts thers any doubt now in the minds of a substantial body of eco- 
nomic opinion that there is private price fixing? As we look back 
now, 2 years after Senator Kefauver began looking into this question 
with this subcommittee, and getting the benefit of the advice, is there 
now substantial agreement on this question ? 

Mr. GatprairH. Well, I wouldn’t want to commit my fellows econo- 
mists on this, Senator Carroll. But let me say there is no doubt what- 
ever in my mind. [I hasten also to say that it seems to me the work of 
this committee has marvelously pointed up the issue. This has been, 
as Senator Kefauver has heard me say before, the most illuminating 
view of the price-making process that we have had certainly since 
the time of the TNEC. 
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Senator Carrotu. Before I became a member of this subcommittee, 
Senator Kefauver permitted me to participate in these hearings last 
year. There has been constant hammering, fighting, and plugging to 
get this point across. I now see many of the leading newspapers of 
the country sustaining this viewpoint in their editorial comments. 
That is why I wondered if more and more economists—I have known 
your position on this matter for some time—are not coming around 
to this viewpoint. 

Mr. Garpsrarru. I must say I thought the most impressive statistic 
in the survey which the Joint Economic Committee made of econo- 
mists was that between 40 and 50 percent of those surveyed now believe 
that some form of standby price and wage intervention by the Gov- 
ernment is necessary for price stability. 

Senator Carroti. We have also had, of course, in steel and automo- 
tive industry, both the industry and the leaders of the unions involved 
before this committee. 

On page 3 you say: 

Let us reflect well and carefully on the kind of inflation we are talking about. 
It is led by the prices of the largest and strongest firms. It is paced by the wages 
of the largest and strongest unions. 

So we have in effect here, as I understand your testimony, these giant 
corporations, and these great unions, very often contending with one 
another and the effect that it has upon the weaker firms and upon the 
economy of the Nation itself. 

This is a particular type of inflation that you think can be curbed 
by appropriate legislation ? 

Mr. Gacerairu. That is right. Just to state a personal view of the 
matter, entirely equate the role of the unions and the role of the firms. 
I frankly think that the corporations have had the better of the pub- 
licity battle on this particular discussion, and that they have suc- 
ceeded in putting more of the blame on the unions than would a dis- 
passionate judge. 

On the other hand, I wouldn’t go along with the proposition that 
wage increases have had nothing to do with this process. They cer- 
tainly have. 

Senator Carroti. We have tried in this committee to meet that in 
two ways. I don’t speak for the committee, but I remember that we 
had one national labor leader make a recommendation that before there 
would be a wage increase or a price increase, that there be public hear- 
ings at least 60 days preceding either the wage or price increase, and 
at least bring the pressure of public opinion on the factual problem. 
That was one way. And the other was a proposal to call before this 
committee a labor economist at one end and an industrial economist 
at the other and try to thrash this out and see what came first, the 
chicken or the egg. 

I notice in your remarks you say it is led by the prices of the largest 
and strongest firms, and is paced by the wages of the largest unions. 

I must also say that you have made a very substantial contribution 
today, as you have done in the past. 

One thought comes to me, however. I think it was Dr. Yntema 
who said this—the staff members can check me on this if I am wrong— 
but in the automotive industry the question under discussion was how 
could there be competition between comparative models of auto- 
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mobiles of General Motors or Ford and Chrysler. How is it that they 
always came up with, in some cases, a $1 differential? Their own 
testimony showed they had a thousand accountants working in this 
cost field. This is one of the problems that bothers me. There are 
some 18,000 retailers, I believe, whose profits are involved in this cost 
accounting as a market price is set. 

Now if we regulate this by legislation, or through a public hearing, 
had you thought about that, whether it would affect the price? 

Mr. Gasrairn. I wouldn’t touch it at all, Senator. Again I would 
emphasize what we are concerned with here. We are concerned with 
getting these large gross price movements out of the system. 

Now I would hope that in the case in the automobile industry— 
with wage increases within the productivity band and with stable steel 
prices—that there would be no pressure for year-to-year advances in 
automobile prices. 

I wouldn’t seek to exclude an infinity of minor adjustments, or 
worry about them. And if in the years of strong markets the retailer 
discounts rise, the retail margin rises, this wouldn’t seem to me to be 
anything that we should trouble ourselves about. We should keep our 
eye on the main goal here which is to get rid of these big wholesale 
changes. 

And this is why I warn against assuming that if we do anything we 
must tie down everything. This may well have been important in the 
war years, although I sometimes think on looking back on that ex- 
perience that we may have suffered from an excess of—what, shall I 
say—youthful ambition. Certainly here we are concerned with not 
perfection, but getting rid of a gross imperfection. 

Senator Carroiu. Just one further question. On pending legisla- 
tion, which bill again, will you state for me, seems to be a step in the 
right direction ? 

Mr. Gavprairu. Well, I think both the O'Mahoney bill and the 
Clark-Reuss bill are steps in the right direction. The Clark-Reuss 
bill, as I said to Senator Kefauver, takes this additional step of 
specifying that each year standards will be set up, overall standards, 
for the overall band of productivity gains, and thereafter it gives 
an indication of what wage advances will be within the capacity of the 
economy while prices remain stable. 

And this seems to me to be very necessary. 

Senator O’Mahoney’s bill, as I understand it, would merely provide 
for the postponing of price increase and holding of hearings to see if 
they were consistent with price stability. I think both bills are steps 
in the right direction. 

Senator Carrot. Just one further question occurs to me now. We 
are very interested, and I hadn’t thought of it in the light you put it, 
but when we are dealing with this question of inflation, there is con- 
siderable publicity through the press and the radio and television about 
balancing the budget. T think most of the Members of Congress are 
getting letters saying that since the rest of the people have to watch 
their home budgets, we should watch the national budget. 

Have you ever studied this subject? Could you differentiate be- 
tween a home budget and a national budget in simple terms that might 
be helpful to members who have to reply to their constituents? 
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Mr. GauprarrH. Well, one can certainly do it. I doubt that you 
want my several-hour lecture on this subject. So I will give you the 
short one. 

Let us begin by putting it around the other way, Senator Carroll. 
Isn’t it fantastic to reason from my domestic budget in its penury 
and simplicity to anything as complex, as difficult, as diverse, as 
elaborate, as pervasive as the budget of the United States? 

What is really astonishing is that we should ever assume that there 
ever was an analogy between them at all. 

Now one can go on into the economic content. The U.S. budget 
is related to the large responsibilities for the well-being and welfare 
of the American people. When we have a shortage of employment, 
a shortage of demand, part of the responsibility of that budget is to 
add to demand and add to the level of employment. 

This is a responsibility which I do not assume as a private citizen, 
nor does any private citizen. So this means that the budget practices 
of the U.S. Government must be radically different from those of 
a private citizen. 

If one wanted to press the point, one could say, indeed, that there 
are occasions when the U.S. Government must unbalance its budget 
in order that Senator Hart’s people up in Michigan can balance theirs. 

Senator Carroii. Senator Hart, do you think your constituents 
would understand that explanation ? 

Senator Harr. I am just wondering how quickly I can get a copy 
of the transcript to put it into my budget letter reply. 

Senator Carroti. Thank you very much, Doctor. 

Senator Keravver. Senator Hart ? 

Senator Harr. Thank you, Mr. Chairman. 

In the question last discussed, is it glib or to what extent would an 
economist modify the point that when we consider our Federal 
budget, we should realize that what. we spend as a Nation affects the 
revenues we shall obtain, whereas the famnily household head will 
not increase or materially affect his own income by what he spends? 
Is this oversimplifying this subject? 

Mr. Garprairu. No. I think this is an extremely important point. 
Of course, there is a possible analogy there. I suppose it is true that 
for most business firms an increase of expenditures may very fre- 
quently be a device for gaining an increase in revenues. But the facts 
so far as the U.S. Government is concerned, are relatively clear. If 
by a modest increase in public expenditures we can stimulate invest- 
ment and private incomes and private consumption, then this, or 
some part, comes back in taxes. And since the Federal tax structure is 
progressive, that is to say, the higher the income of a corporation, or 
the higher the income of the individual—particularly this is true of 
the latter—the higher the tax rate, then an increase, the increase in 
revenues is more than proportionate. 

Do you follow me? 

Senator Harr. Yes. 

Mr. Gaxpraitu. And this is again something which is peculiar to 
the financing of the Government. 

Senator Harr. Throughout the latter part of the discussion, Doc- 
tor, you make frequent reference to productivity. You visualize in 
this O'Mahoney and Clark-Reuss legislation the necessity for deter- 
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mining productivity changes before you could with any conviction 
suggest price adjustments that might be, as you say, absorbed. Limit- 
ing it to the automotive business, how tough is it to determine what 
productivity has achieved in a 12-month period ? 

Mr. Garprairu. Not very. This is well within the statistical com- 
petence of the profession to which I belong. And these calculations 
are neither very difficult nor to a surprising degree, really subject to 
great dispute. 

Senator Harr. So that you would be doubtful of either the wisdom 
or sincerity of someone, in a place where he could get figures, who 
would tell you that you couldn’t do it? 

Mr. Gatpraitru. I would, yes. 

Senator Harr. Thank you, Mr. Chairman. 

Senator Keravuver. Dr. Galbraith, while we are on that subject, 
you say on page 8 that if we bring about a situation where wage in- 
creases would be held substantially within the productivity increase, 
there would be no price increases which would add to inflation and 
that would be a great improvement. Is that correct? 

Mr. GatsraitH. That is right, yes. 

Senator Keravuver. I tried to point that out some time back and 
more recently urged that in the steel industry, which is the bellwether 
of our economy to a substantial extent, that the steelworkers do not 
ask for a wage increase beyond the productivity increase, on condi- 
tion that the steel industry didn’t put into effect a price increase. I 
said that would be a substantial break in the merry-go-round of in- 
flation that we are experiencing. 

What do you think about that? 

Mr. Garprairu. Yes, although I would add to steel the other core 
of concentrated industries which seem to me to have a substantial 
pattern-setting role. I think there is a question as to how much one 
should single ‘out any one industry. Let us at least agree that there 
is a group of industries which has year after year had large price 
increases related in turn to wage movements and that these have been 
important for the inflation. To eliminate these price increases would 
be a substantial step toward stability. 

Yould I say one other word here by way of explanation? We should 
always, of course, have in mind one more thing. In any overall 
determination of the productivity gains and, therefore, the wage in- 
creases that we can afford in a year, there will be differences as be- 
tween industries, and we can’t expect, therefore, the application to 
industries in different industries to be uniform. And we must ex- 
pect as a practical matter that the wage increases in the industries 
where there are productivity gains will be matched at least in part 
by wage movements in the industries where there are no productivity 
gains. 

Let me give you an extreme example. It is not a journeyman 
barber’s fault that he happens to be employed in an industry where 
there aren’t productivity gains of any great importance. I suppose, 
in the business of cutting hair, there hasn’t been any great produc- 
tivity advance since the invention of the electric clipper, has there? 

Now we can’t leave the barber behind simply because he is in that 
industry. Nor would it be wise. We would all sooner or later come 
to look like Cuban cabinet: officers—I think I had better leave that out. 
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Senator Kerauver. No. I think that is pretty good. Maybe the 
barbers didn’t reach their peak, but keep in mind the amount they 
have to work on. [Laughter.] 

Mr. GatprairH. Pretty soon there would be no workers in the in- 
dustries where productivity gains are not inherent. So we must ex- 
pect that there will be some increases associated with productivity 
gains in other industries. By the same token, there are some indus- 
tries where it would be a misfortune if wage increases absorbed all 
the productivity gains. Here we should continue to expect price 
reductions. 

I make this statement, because I do not want to seem to be over- 
simplifying what is after all a diverse and difficult situation. 

Senator Kerauver. Dr. Galbraith, I was only talking about steel. 
I grant you that what I have recommended about steel could have 
equal application to other industries. But in these strategic indus- 
tries, if that procedure were followed, it would be a substantial halt 
on inflation. But if labor received a small amount over the produc- 
tivity gain, and industry put into effect a very substantial price in- 
crease over what it takes to grant the wage increase, that would brin 
about more and more inflation, both labor from the consideration o 
its real earnings, and industry from the consideration of its real 
profits. In the long run they would both be better off if during this 
time they followed a procedure of the kind we have discussed. Do 
you not think so? 

Mr. Garperarru. I certainly think so. I think we all want an 
economy that functions well, and also I think we should all recognize 
that there are serious social strains and serious discomforts involved 
in this process of long-continued inflation. 

I would also stress again the point that I made in the latter part 
of my testimony, that a serious effort to deal with this problem is es- 
sential for a rational budget policy, and a rational policy on the bal- 
anced development of our public and private services. 

Senator Carrot. Will the Senator yield one moment ? 

Senator Kerauver. Justa moment. Off the record. 

(Discussion off the record.) 

Senator Kerauver. We will recess and plan to come back in 20 
minutes and let everybody have a chance to question Dr. Galbraith 
further, if that is satisfactory. 

Westand in recess for about 20 minutes. 

(A brief recess was taken.) 

Senator Kerauver. We'll resume now. 

Before turning to counsel for questions, I would just like to make 
this observation on my own. I am aware of the increasing number of 
thoughtful economists who have come to the conclusion that at least 
some standby, partial, price and wage controls, are necessary to halt 
the inflation that we have been experiencing for some time. I, per- 
sonally am not yet ready to vote for price and wage controls, al- 
though I can see the increasing justification for them. But in my 
opinion, unless what we have been experiencing is stopped, and 
stopped now, they are going to become necessary. Unless what is 
going on is stopped, I’ll be willing to vote for them as a last resort. 

It is my opinion also that unless leaders of the key industries and 
the leaders of the big unions in these key industries, particularly steel 
at the present time, come around to realizing that unless they follow 
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the formula that Dr. Galbraith has suggested, and I have suggested, 
in limiting their wage demands to not more than the productivity in- 
crease, on condition that there is no price increase, I think the Con- 
gress is soon going to be of the temper to adopt some kind of legisla- 
tion that neither industry nor labor would want. I think they are 
facing their last chance. I think unless they do something about it 
themselves, at this time Members of Congress are going to feel that 
the public welfare will demand some regulation that neither of them 
want, certainly that the people of the United States generally don’t 
want. 

But this inflation that we are in now is going to have to be stopped. 
Industry and labor have a chance to do something about it, but I 
think this may be their last chance. 

Now, Mr. Dixon, do you have any questions? 

Mr. Dixon. Dr. Galbraith, I was especially interested in your com- 
ments pertaining to the antitrust laws. Certainly one of the purposes 
of our study on administered prices is not only to try to understand 
the type of pricing that is occurring in our major industries, but to 
try to determine whether or not our antitrust laws are presently ade- 
quate to deal with the problem in the traditional way that we have 
tried to deal with such problems in the past. 

Am I correct in understanding from what you have said here to- 
day, and what you have said in the past, it might be assumed that 
much of this problem of pricing today flows from the fact that there 
is so much actual concentration in our key industries ? 

Mr. GatsrairH. Yes. 

Mr. Drxon. In key industries, such as steel and automobiles, the 
leader announces prices and the others fall in line or adopt sub- 
stantially identical prices. Traditionally, in the past, if that had 
been arrived at by meeting together, it would have been characterized 
in antitrust law as conspiratorial action, a case would have been 
promptly brought in the courts and the practice outlawed. 

Today identical pricing occurs without such joint action. So the 
problem is a realistic problem. 

I notice in your statement on pages 5 and 6, you referred to this 
type of pricing, and referred to it as inflationary. You state that 
there is no hope of an inflation remedy in the antitrust laws. 

Doctor, if our antitrust laws had been vigorously enforced in the 
past, where we would not today be faced with this undue concentra- 
tion, would we, in your opinion, have this type of pricing that we 
are having today? _ 

Mr. Gatpratru. Well, Mr. Dixon, that is a difficult question. Of 
course, you recognize that it is a hypothetical question. 

Mr. Drxon. Yes, sir. 

Mr. GarprairH. There is some tendency, certainly, for industries 
like steel, machinery, automobiles, in almost all countries to be car- 
ried on pA relatively small number of firms. The question is more 
or less. But the tendency to concentration that we see in the Amer- 
ican automobile industry has been matched in recent times in the Eng- 
lish automobile industry, in the French automobile industry, in the 
German automobile industry, and so forth. 

My own feeling is this, that a vigorous enforcement of the anti- 
trust laws might have arrested that process. But I do not think 
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it would have kept the process from going so far that the kind of pric- 
ing that we now have would not have occurred. This being so, I 
would be suspicious, even under the best of circumstances, of any 
suggestion that by breaking up these companies we would have com- 
petitive pricing—that is to say price making that isn’t at the discretion 
of one or a few firms. 

For this reason that I don’t regard the antitrust laws as a practical 
remedy for this situation. 

There are, of course, other reasons. We all recognize that the judi- 
cial procedure, perhaps rightly, is a time-consuming one. The re- 
sources of the Department of Justice, even if they were greatly in- 
creased, would be limited in their application. And also there is the 
unpredictability of judicial process. 

finally, it is not entirely clear that the problem of price administra- 
tion has standing in law as you know. 

Mr. Drxon. Of course, we have a long-range view and a short-range 
view, and I would agree with you readily that we have inflation within 
the short-range view that must be dealt with immediately. 

But looking at it from the long-range viewpoint, if our antitrust 
laws, particularly section 2 of the Sherman Act, that deals with the 
question of monopoly, could be suplemented so that the test would be 
more easily met by the Justice Department, would it not be beneficial, 
to the enforcement of the antitrust laws? 

Mr. Garprarru. Mr. Dixon, I would like to agree with you, be- 
rause I both know you and I admire your motives, and my disposition 
is to be an agreeable man, anyway. 

But my honest feeling is that as far as the problem of inflation is 
concerned ; no. 

As far as the problem of equity and fairness in competition is con- 
cerned; a fair break for the smaller firm versus the larger firm; the 
other things which reflect, if you will, the conscience of the community 
as regards the conduct of business; and possibly, also, as regards the 
allocation of resources and the efficiency with which business is con- 
ducted—I am less sure of this, but I add that for good measure I am 
for you. 

For all of these purposes the enforcement of the antitrust laws is 
very important. I only beg of you not to ask all that and heaven, too, 
heaven being for these purposes, defined as price stability. 

Mr. Dixon. No; this is a legislative subcommittee. We must talk 
frankly, because there is a great problem facing the country. I think 
this subcommittee has pretty well developed the fact that this type of 
pricing has led to much of our present-day inflation. We must solve 
the problem. We must solve it by antitrust means, or we must solve 
it by other means. We are trying to determine which of those choices 
is in the best interest of the American public. 

I listened very carefully to your statement, and I gather that you 
came to the conclusion rather reluctantly that we have to depart from 
traditional means, that we have to devise some other means of pro- 
tecting the public interest. 

Mr. Gatsraitu. That is right. 

Mr. Dixon. You would not, certainly, discourage vigorous antitrust 
enforcement, but you would recommend supplementation to that type 


of encrorchment through other means to deal with this immediate 
problem ? 
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Mr. Gautsraitu. Yes. I would use a stronger word than supplemen- 
tation. I would say that the antitrust laws do not come to grips with 
this problem. 

Mr. Drxon. Do you think they could ever come to grips with it in 
the foreseeable future ? 

Mr. Gatsraitu. There is a famous observation that in the long run 
we are all dead. I would certainly say that in that part of the future 
which it is useful to consider, they will not come to grips with it. 

Mr. Dixon. Thank you, sir. 

Senator Keravuver. Mr. Layton? 

Mr. Layton. I have no questions. 

Senator Kerauver. Mr. Chumbris? 

Mr. Cuumeris. Thank you, Senator. 

Dr. Galbraith, Senator Langer has been interested in the ques- 
tion of balancing the budget. He introduced S. Res. 86 this past week, 
in which it is asked that the Senate resolve “that it is the sense of 
the Senate that the President and the Congress should cooperate in 
taking all necessary steps to limit budget expenditures during the 
fiscal year ending June 30, 1960, to $70 billion, as contemplated in the 
budget for such year, as submitted by the President.” 

I take it from your testimony you consider balancing the budget as 
one of the facets in stopping inflation ? 

Mr. GatpsrairH. I would not try to balance the budget this year. I 
think it is much more important to get people back to work. On the 
other hand, when we have full employment, we should balance the 
budget. 

Mr. Cxumpris. Dr. Nourse stated that deficit spending feeds the 
fires of inflation. Is that an accurate description ? 

Mr. Garprairu. Well, I have argued here this morning that the 
cause of inflation comes from a different source, that it is not the ex- 
cess of demand for goods in general. I think that Senator Langer 
would agree with me that there is no excess of demand for wheat at the 
present time, wouldn’t he? 

Mr. GatpraitH. This is true of most agricultural products; it is 
true of a great many consumer goods. Last year we had a big increase 
in steel prices when the steel industry was operating at somewhere in 
the neighborhood of 60 percent of capacity; there was no excess of 
demand for steel. So we didn’t have a Government budget feeding 
the fires of inflation there, did we? What was the cause of the 
inflation ? 

Well, as I have argued this morning, it is the result of discretionary 
authority to increase prices in these industries, stimulated recurrently 
by advancing wage costs, and that this is where the problem of infla- 
tion is to be found. 

Mr. Cuumpris. Dr. Nourse was asked this question: “Now that we 
have inflation, if we continue deficit spending, would that deficit 
spending feed the fires of inflation?” 

Mr. Garprairu. I would not worry about the feeding of these fires 
until we have a higher level of employment than we have at the 
present time. 

Mr. Cuumpertis. Earlier, you—— 

Senator Kerauver. I’m going to have to leave for a vote. May I 
ask the other counsel how many questions they have? 
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Mr. Cuumenris. I have about three, altogether. 

Mr. Borron-Smitu. About two. 

Mr. Peck. I have one, sir. 

Senator Kerauver. I don’t want to inconvenience Dr. Galbraith, 
who has been so kind. I wonder if the questions can be written out. 

Mr. Bouron-Smiru. I can dictate them into the record. 

Senator Keravuver. Dr. Galbraith, what is your pleasure? 

Mr. Gatsraitu. | am at the pleasure of the committee, or the mercy 
of the committee. I would like to catch a plane during the first part 
of the afternoon. 

Senator Kerauver. Can the questions be written out ? 

Mr. Peck. Yes, sir. 

Mr. GauprairH. I should be more than pleased to submit written 
answers, or would it be possible, Senator, to adjourn the hearing, and 
for me to discuss these questions informally afterward ? 

Senator Krerauver. Counsel can dictate the questions, and you can 
either answer them today, or later, if you wish. But we can’t be in 
regular session at this time, so, following the questioning, there will be 
a recess until 10 o’clock tomorrow morning. 

Thank you very much, Dr. Galbraith. We are grateful to you for 
your assistance. 

(Staff questions subsequently asked are as follows :) 

Mr. Peck. Dr. Galbraith, on page 7, you mentioned at the very 
bottom of the page that your suggested public intervention should 
be a limited intervention. Subsequent to that, you spell out that 
it would be selective in that it would apply to certain industries 
where there is large concentration, or where administered prices are 
prevalent. 

My question, sir, is this: Would the intervention also be limited 
in application as to frequency? Would it be a constant intervention, 
or perhaps an intermittent intervention ? 

Mr. Gatsrairu. The answer is it would be limited to need, and if 
there were in any industry in any year no increase in prices, there 
would be no intervention. Intervention would be only to check with 
price movements which were clearly inflationary. 

Mr. Peck. Then, there could be intervention once during the course 
of a year, or two or three times, or perhaps a year might be skipped. 
It would be intermittent ? 

Mr. Gatsraltu. That is right. 

Mr. Peck. Whenever the need should arise, in the opinion of the 
people who are administering the program ? 

Mr. Gaterartu. That is right. 

Mr. Peck. Thank you, sir. 

Mr. Bouron-Smirn. Dr. Galbraith, I think Senator Wiley would 
be interested in having your answer to this question. 

Let us assume a large industry, with a few large industrial units, 
and also a large union in that industry. There are in the industry 
periodic wage increases, resulting from collective-bargaining sessions 
in which both management and labor are represented. 

The effect of the wage increase on resulting price increases, or of a 
price rise on wage increases, has a direct effect upon the consumer. 
What would you think about a law which would require consumer 


representation of some sort in all collective-bargaining sessions, in 
such a situation ? 
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Mr. Gaxprairu. Well, you are obviously coming very close to my 
suggestion. I used the public, didn’t I? 

Mr. Bouron-Smiru. That is right. 

Mr. Gausrarru. And I suggested that this be submitted to a tri- 
bunal in which the public is represented for reconciliation with the 
general objective of price stability. 

Now, who is the consumer? I suppose one can say that the con- 
sumer is everyone, isn’t he? If he is everyone, this identifies him 
with the public interest, as distinct from the more particular interest 
of labor or management. So this suggestion comes very close to 
mine. It seeks to bring the public interest to bear on the bargaining. 

Mr. Bouron-Smrru. And the second question is, your testimony 
that price stability would not be improved by enforcement of the anti- 
trust laws does not indicate an opposition on your part to any tax 
change that would facilitate spinels of industry divisions of a large 
corporation, so that perhaps there might be more units in the industry 
than there had been before, with perhaps greater competition ? 

Mr. Gatprarrn. Well, I might be against that on other grounds. 
I would be somewhat averse to using tax concessions for the purpose 
of encouraging this sort of deconcentration. 

Mr. Bottron-Smrru. If it weren’t a tax concession, but a tax post- 
ponement, such as Mr. George Romney suggested last year, what would 
be your reaction ? 

Mr. Gatsratru. Well, I'll tell you what my reaction is. One can 
always think of an incredibly large number of good ideas to be accom- 
plished by reducing taxes. The only difficulty is that if you pursue 
all of them, you will end up with no taxes. So, this being my general 
feeling, I react with some uneasiness to the use of the concession in an 
instance of this sort. 

Mr. Bouron-Smirn. It is not tax reduction, but tax postponement 
until the securities are disposed of by the stockholders ? 

Mr. Gatprairu. Well, if I were to answer your question, I would be 
answering it off the top of my hat, and it would be worth just that. 

Mr. Borron-Smrri. Would you perhaps submit a letter, if you 
would like ? 

Mr. GAeraitu. Yes. 

Mr. Crrumpris. Dr. Galbraith, you testified that. about. 40 to 50 per- 
cent of the economists before the Joint Economic Committee indicated 
that they have come around to the view of standby controls? 

Mr. Ganprarrn. Yes. 

Mr. Cuumprts. Would you say that their testimony was to the effect 


that they want standby controls for wartime, or the cold war period, 
or just during general periods? 

Mr. Gasrairn. No, this was not testimony, sir. They were inter- 
viewed by questionnaire, and this represented the tabulation of their 
answers, and the answers referred to the present situation. 

Mr. Cuumrris. It didn’t specify either a cold war or actual war 
pertod ? . 

Mr. Garsratrn. No, not so far as I recall. 


Mr. Crrumpris. Then, on a question of productivity, yesterday Mr. 
Peck asked Mr. Means this question : sh . 


Mr. Means, is there general agreement on the method of measuring labor 
productivity? 
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Mr. Means answered: 


By no means; it is a complex subject. I am using the figures that have been 
agreed on by the Joint Economic Committee for the first 3 years, and I have 
explained why I have continued the percentage growth and improvement in pro- 
ductivity into 1957. 

The answer that you gave, would you say was in—— 

Mr. GatprairH. My answer to Senator Hart? 

Mr. Cuumpris. Yes. Would it be different from the one that Dr. 
Means gave yesterday to Mr. Peck’s question. Or would you dis- 
tinguish it in some way ? 

Mr. Ga.prairH. My answer would be somewhat more optimistic 
than Dr. Means’, although I respect his competence as a statistician. 
I would think we are more nearly in agreement as to the rough 
measures, 

There are, of course, great possibilities for statistical refinement. 
but as so often happens, statistical refinements don’t change the actual 
conclusions. They change the details of the calculation. 

Mr. Cuumpris. This question of productivity has been raised so 
many times by questions of various Senators at these hearings. If I 
recall, Mr. Walter Reuther had one formula for productivity, and the 
automobile manufacturers had another formula for productivity. 

If I remember correctly, Dr. Yntema, who is vice president of Ford, 
stated that it is almost impossible for them to determine productivity 
in the automobile industry, if my thought is correct on it. 

Evidently, there seems to be quite a diversity of opinion on what 
productivity is in the automobile industry. 

Mr. Gatsrairu. I wouldn’t like to answer that without knowing 
more of what Dr. Yntema had in mind. 

Mr. Buarr. I think I might just add one slight comment. The auto- 
mobile industry is not exactly unique, but it is very different from 
many other industries such as steel, in which the end product is rela- 
tively homogeneous. The nature of the end product in the automobile 
industry has been changing so rapidly—for instance, automobile sizes 
getting bigger, and more labor input going into the average car— 
that it is very difficult to measure productivity with existing statistics. 

What is needed to measure productivity is the securing of more 
detailed basic data on the actual products of the automobile industry 
by the Census of Manufactures. The Bureau of Labor Statistics 
is limited by what is available to it in the form of statistics on an 
industry obtained by the Census of Manufactures, and the statistics on 
the automobile industry obtained by the Census of Manufactures have 
very grave deficiencies with respect to product detail. 

Mr. Cuumpris. The reason I raised that point, Doctor, is because 
you seemed to be so conclusive in your answer to Senator Hart as to the 
formula for productivity in the automobile industry. 

Mr. Gasrairu. That is proof that an economist should never be 
conclusive. Still, I wouldn’t, myself, say that the problem of the 
automobile was in any way insuperable. There are ways in which you 
can measure changes in automobiles, as by change of horsepower, 
weight, and so forth. 

Still, the automobile is a much more difficult commodity to deal with 
from this point of view than most products; as against steel, for in- 
stance. The quality of steel doesn’t change, so if you have a change in 
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the labor input necessary to make a ton of steel, you know that pro- 
ductivity has changed. 

This is true of most agricultural products. You can come very close 
on textiles, chemicals—I would say in general that it would be a mis- 
take to exaggerate the difficulties here. 

Mr. Cuumpris. One further question on productivity. 

I believe you stated that wages should be increase in accordance 
with the percentage of increase in productivity. I mean in this formula 
which you presented before this subcommittee. Would you say that 
it should be on a national average of productivity, or that specific 
industry 

Mr. Gatsrartu. Yes, I dealt with that in my testimony a bit. It is 
clear that there would have to be adjustments to the individual in- 
dustry, and in some cases, your wage increase, in the individual in- 
dustry, as in the case of hair cutting, will exceed the productivity gains, 
Otherwise you would be discriminating against the workers oe hap- 
pen, through no fault of their own, to be in industries where pro- 
ductivity gains do not occur. 

Mr. Cuumpris. Would there be any dangers to industry, for ex- 
ample, if one group of workers have their wages increased in an in- 
dustry where the productivity may be 4 percent and another industry 
where the productivity may be only 2 percent—I mean, if you used the 
national figure where there was no actual productivity to guide you? 

Mr. Gauerairn. This is an imperfection. I would remind you of 
what we are seeking to do here, which is not to achieve perfection, 
which is improbable, in the American economy, and which I don’t 
quite expect to see even in my lifetime. 

What we are seeking for is a big improvement over the present sit- 
uation. Do you follow me? 

Mr. Dixon. Thank you, Doctor. 

Mr. Bouron-Smitn. I asked my question, Doctor, because Senator 
Wiley asked the question on the Senate floor this morning. 

(A recess was taken until 10 a.m. Thursday, March 12, 1959.) 
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THURSDAY, MARCH 12, 1959 
U.S. Senate, 


SUBCOMMITTEE ON ANTITRUST AND MonopoLy 
oF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a.m., in room 457, 
Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Hart, and Carroll. 

Also present: Senator Eugene J. McCarthy; Paul Rand Dixon, 
counsel and staff director; Peter N. Chumbris, counsel for minority; 
Carlile Bolton-Smith, special counsel for minority ; Theodore T. Peck 
special counsel for minority; Dr. John M. Blair, chief economist; an 
Gladys I. Montier, clerk. 

Senator Krravuver. The committee will come to order. 

After committee members had to leave yesterday, members of the 
staff asked Dr. Galbraith a number of questions, which he answered at 
that time. Those questions and answers will be made a part of the 
record. 

(The material referred to may be found beginning on p., 4945.) 

Senator Krrauver. The chairman is pleased that the press of the 
Nation has been giving increasing attention to the work of this sub- 
committee, and to the general problem of high prices, inflation, the 
price-wage spiral, what the problem is, and what can be done about it. 
This expression of public opinion is most healthy. We will place in 
the record an editorial from the Evening Star of Monday, March 9, 
entitled “Everybody’s Business”; also an editorial in the Washington 
Post of this morning, March 12, entitled “The Price Issue Joined.” 
Then, a letter published today in the Washington Post entitled, “Those 
Administered Prices,” written by Woodlief Thomas, who is economic 
adviser to the Federal Reserve Board. This letter is a very able 
discussion of this problem. Also, a letter to the editor which appeared 
inthe New York Times of February 21, by William N. Leonard, pro- 
fessor of economics, Hofstra College, Hempstead, N.Y. Finally, I 
am going to place into the record an article by Bernard Nossiter in 
the Washington Post of February 8, discussing Dr. Gardiner Means’ 
presentation to this committee. This was accompanied by a chart, 
which I hope can also be printed in the record. 

(The articles referred to may be found beginning on p. 5103.) 

Mr. Cuumpris. Mr. Chairman ? 

Senator Kerauver. Mr. Chumbris. 

Mr. Cuumpris. The day before yesterday, Senator Smathers of 
Florida placed into the record a statement by Sumner Slichter on 
the subject that we have been discussing, fiscal policy and adminis- 
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tered prices. I think that it will do well to have that placed in the 
record, also. 

Senator Keravuver. Without objection, the insertion by Senator 
Smathers of Dr. Slichter’s article will be placed in the record. 

(The document referred to may be found on p. 5116. 

Senator Krravuver. Our first witness today is Dr. Fritz Machlup, 
professor of political economy at Johns Hopkins University. Please 
take a seat at the committee table, Professor Machlup. 

Mr. Macuutr. Thank you. 

Senator Kerauver. We are indeed honored to have Dr. Machlup 
as a witness. As a theoretician and scholar, Dr. Machlup enjoys 
a reputation among his colleagues second to none. 

One of his special fields of interest is the very subject now before 
the subcommittee, the problem of economic concentration and monop- 
oly. Within the past few years, he has written two exhaustive 
works on the subject, “The Political Economy of Monopoly,” and 
“The Economics of Sellers’ Competition.” 

The subcommittee is also familiar with Dr. Machlup’s treatises and 
studies in connection with these basic problems, which I was especi- 
ally interested in as a member of the em of Representatives. A 
list of some of Dr. Machlup’s books and writings in this general area 
will be made a part of the record. 

(The list referred to may be found on p. 5119.) 

Senator Kerauver. We know, Dr. Machlup, that your appearances 
before congressional committees are rare, and that it is too infre- 
quently that we can get you to come and give us advice and infor- 


mation. Therefore we appreciate your being with us today. 


STATEMENT OF FRITZ MACHLUP, PROFESSOR OF POLITICAL 
ECONOMY, JOHNS HOPKINS UNIVERSITY 


Mr. Macuuvup. Thank you, Senator. I am honored to be invited, 
and very happy to be here. 

Senator Kerauver. You do not have a prepared statement? 

Mr. Macuuvp. I do not have a prepared statement, though I did 
prepare answers to a number of questions which I expect to be 
asked. 

Incidentally, if I may say a word of introduction, Senator, I have 
been following your work for many years, and I must say that the 
determination and the courage with which you have been pursuing 
this problem of monopoly over the years, this problem which has 
been bafiling to us economists, is wonderful. I am a great admirer 
of your work in this field. 

Senator Kerauver. That is a very generous of you, Dr. pore 
I want to say immediately, however, that every member of this su 
committee is intensely interested in, and has given a great deal of 
thought and time to, these problems through these hearings and dis 
cussions in which all members of the subcommittee participate. We 
hope that we have done some good. 

Mr. Macnuvr. May I say one more thing? 

Senator Krerauver. Certainly. 

Mr. Macuuvpr. I also admire your tolerance of opposing views. 
You have always recognized that economists cannot possibly come up 
with the same solutions, and you have not been intolerant of this fact. 
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Among the questions that I expect today and to which I would like 
to address myself is one where possibly my opinion may differ from 
ours. 

: Senator Keravuver. Dr. Machlup, I’m sure that would be the case 
in some instances. If we didn’t have differences of opinion, I would 
be very much surprised. I do think it is the clash and the difference 
of views about these economic as well as political matters that make 
it possible for a democracy to come up with the best answers, to settle 
serious problems and survive. 

We are very glad, Dr. Machlup, to have Senator Carroll and Sena- 
tor Hart with us. 

Senator Carrotu. We apologize for coming late. We have been 
forming a new subcommittee. 

Senator Kerauver. Dr. Machlup, before you start answering these 
questions which you have anticipated, would you like to give us a 
statement of your general views about the problem of concentration 
what its effect is on our economy, and the impact of concentrate 
industries and concentrated labor on high prices and inflation? 

Mr. Macuuuvp. I'll be very happy to, Senator. 

I have for many years felt that the problem of concentration in 
industry is one of the most serious problems that is facing the Ameri- 
can economy, and I would say that economists, much as they may 
disagree on many things, would agree that this problem of concen- 
tration in industry, and the price-raising power that thereby is cre- 
ated in industries, is a serious problem. 

Disagreement is chiefly on the question of what to do about it. 

One might say this is not a question of economics, it is largely a 
question of politics. Many economists try to be politicians at the 
same time, and when they have very firm opinions of what to do 
and what would be best, they immediately give up these ideas when 
they feel they are politically unrealistic. 

Now this I have always deplored, and I feel that the unrealistic 
economist does a better job and is a better adviser to society, because 
the economist doesn’t know what is realistic and what politics can do. 
I think if the statesmen and politicians are able to convince the public 
of the necessity of taking certain action, things become possible which 
for generations have been considered impossible. 

Now I have in one of my books discussed the injuries which the 
concentration of control and monopolistic restraints can inflict upon 
the economy, and I tried to draw up a table, a kind of account, in which 
economists of different persuasion would put in all the good they have 
to say about restrictive practices and all the bad they have to say. 

I would like to stress, however, the disadvantages, the entries on the 

debit side of that account. 
_The first and foremost is that monopolistic restraints of competi- 
tion, and, of course, monopolistic restraints occur chiefly in industries 
which are heavily concentrated, where control of putput is concen- 
trated in the hands of a few, the first is they result in uneconomic 
allocation of productive resources. 

Senator Keravver. That is a general statement : “Uneconomic allo- 
cation of productive resources.” Will you amplify it very briefly? 

Mr. Macuuur. Gladly, Senator. I would say it is the principle of 
all economics that we make the best use of what we have got. And 
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since we always like to have more than we have, to allocate what we 
have in a way that does not yield the best results is economic waste. 

Now how can the best allocation of resources be accomplished? 
Here there are, of course, the economists on the other side of the 
Iron Curtain, who believe that a group of wise and strong men can 
decide what is best for the economy and how to allocate these resources, 

I do not believe that they are right, nor do I believe that the vast 
majority of Americans believe that they are right. 

Now if the wise men cannot say how we should allocate resources, 
who can say it? There has developed, and developed all by itself, the 
competitive order, the system of free enterprise, regulated by competi- 
tive prices. You may say it is a matter of faith, though I think it is 
chiefly a matter of economic analysis. I believe that the allocation 
of economic resources as a result of the profit motive, guided by prices 
that develop in competitive markets, will lead to the best results. 

Let us ak, then, how this competitive system works. Businessmen 
compete for factors of production; factors of production capable of 
the same kind of results should receive the same amount of payment 
everywhere and, indeed, competition would achieve that. It would, 
for example, be highly uneconomic if a group of workers in one indus- 
try achieved a wage of $3 an hour while the same kind of work re- 
ceives a rate of only $1.50 elsewhere. This would lead to definitely 
uneconomic allocation of resources, because fewer of this kind of 
workers would find jobs in the industry where the price of that labor 
is $3, and more would be demanded in the industries where they are 
getting paid only $1.50. This would mean that we would produce the 
wrong kind of things. We would produce less of the good where the 
workers are more valuable, and we would produce more of the good 
where the workers are less valuable. 

That is what we call an uneconomic allocation of resources. It is 
one of the effects of the monopolistic concentration of control. 

Senator Keravuver. All right, sir. Do you want to give us other 
examples? 

Mr. Macnuvp. One may list in the entries on the debit side of the 
account that these monopolistic restraints of competition give rise 
to extortion of the consumer through higher prices and lower quality 
of products. 

Senator Kerauver. Do you want to amplify that? 

Mr. Macniur. Well, some people may call me guilty of double 
counting, because in a sense it is merely a way of spelling out what 
I have said about the uneconomic allocation of resources, in a different 
way though. 

If particular industries or particular groups of workers are able 
to achieve monopolistic prices for their products, or monopolistic 
prices for their labor, the prices of certain consumer goods will be 
higher, and a larger amount of purchasing power is extracted from 
the consumer. This is an extortion of a part of effective demand by 
people who have economic power. The result is, of course, that con- 
sumers get less for more money, and that they get less goods in ex- 
change for their own services. 

Mr. Cuumeprts. Mr. Chairman, I wonder if Dr. Machlup would give 
us the authority from which he is citing. He is reading from a book. 
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Mr. Macuuvr. Dr. Blair was kind enough to hand me my own 
book, so the book from which I have been taking the cues is called, 
“The Political Economy of Monopoly,” and it was published in 1952. 
I think, though a number of years have passed, the book is still good, 
if you don’t mind that the author himself says that. But I am glad 
to hear that others share his opinion. 

Senator Keravver. Earlier, we had references to “The Affluent So- 
ciety” by Dr. Galbraith. Now we have “The Political Economy of 
Monopoly.” I hope all these books do well. 

Mr. Macnuvr. Well, I do not expect to become affluent from the 
sale of my book, while my friend Ken Galbraith probably has an 
increase in his affluence as an aftereffect of his book, chiefly because 
it is written in—well, it is written for a wider market than my book. 

Senator Krravuver. All right, sir, you go ahead. What is the third 
disadvantage ? 

Mr. Macuuvr. The third is that these monopolistic restraints per- 
mit exploitation of workers through lower wages and poorer working 
conditions. But I would like to say that this exploitation is not the 
effect of conscious policies of some wicked employers, but it is the 
automatic result of a market in which some workers, through concen- 
trated union power, achieve very much higher wages for themselves, 
which leads to higher prices of their products, which leads to a re- 
duced purchasing power of the dollar, and thereby leads to reduced 
real wages of all the other workers who have not the benefit of the 
original increased exercise of union power. 

Senator Krrauver. And leads to reduced wages even to the higher 
wage workers; doesn’t it ? 

Mr. Macnivr. That is still a question. 

Senator Krravuver.-I mean their wages are not as high as they 
might think they are getting since the dollars do not buy as much. 

Mr. Macuuovp. It is quite clear that the effect of these distortions 
of the wage system is smaller efficiency of the economy as a whole, 
and the economy as a whole suffers. Whether, however, the members 
of these particularly efficient unions themselves would suffer in an 
absolute way is doubtful. I suppose they do get a bigger piece of 
the pie, and although the pie is now smaller than it might be, their 
piece might still be bigger than it would be without the efficiency of 
their union. 

Senator Kerauver. You refer to members of a concentrated union 
ina concentrated industry ? 

Mr. Macuuvp. That is right. I would say that about 80 percent 
of the labor force suffers from the great efficiency of some trade unions 
to achieve higher wages, and at best 20 percent of the labor force 
benefits from that. They benefit at the expense of the rest. 

Senator Keravver. All right, sir. Now you go on to your other 
disadvantages, 

Mr. Macuuvr. The fourth point was that these monopolistic re- 
straints of competition eliminate the penalty which competition im- 
poses for inefficiency and inertia, and they thus maintain inefficient 
management and operation. This we see in many industries where 
firms are sheltered from the competition of more vigorous firms, or 
from the competition of newscomers; inefficiency creeps up and the 
whole economy pays the price. 
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_ Although I do not come often to Washington to testify, I did tes- 
tify last year on the fair trade legislation, and I would like to say 
that our retail trade is one prize example where we condone inefli- 
clencies exactly through that method, by creating monopolistic re- 
straints, and this is a case where not the trade or the industry creates 
the restraints, but where the Congress of the United States creates 
the restraints. Fortunately, that bill on which I testified has not yet 
become law, and perhaps—I hope—it never will. Competition is as 
important in the distribution of goods, and even in the distribution 
of trademarked and branded goods, as it is in any other field in the 
economy. 

Wherever a restraint of competition occurs, existing firms can sur- 
vive and go on being inefficient at the cost of the whole economy. 

My fifth point was that monopolistic restraints remove incentives 
to technological innovations, and reduce the flow of investment. 

Senator Keravuver. Do you want to say anything more about that? 

Mr. Macuuvp. [ll be glad to. I should first say that there has been 
great controversy on that point, because some people say that innova- 
tion occurs only in monopolistic industries. There were people who 
said that only a monopolist can afford to innovate, can afford to invest 
a lot of venture capital in a new idea, because if there were brisk 
competition, new competitors would quickly appear on the scene, they 
would imitate him, and all his profits would disappear; and, hence, 
only under the shelter of monopolistic restraints could he dare to 
invest in innovations. 

I do not believe that at all. We see several monopolistic industries 
that have been very slow in innovating. We see some rather com- 
petitive industries where innovations have taken place rather rap- 
idly. Moreover, we see that in industries where there are big firms 
and small firms, it isn’t always the big firms that start the innovations. 

We have seen that especially in, the steel industry, with which 

ou, Senator, are so well acquainted, most of the innovations of the 
er 50 years have not come from the largest firms, but have come 
from the medium-sized or smaller firms. 

So, my belief is that it is not bigness that promotes innovation, 
but it is the competition and the fear of competition that promote 
innovation. 

Senator Keravuver. You mean the necessity of innovating to sur- 
vive, is that right? 

Mr. Macuivur. That is right. If I fear that my competitors will 
come up with something new, I'll do all I can to be the first one to 
come up with something new. If I don’t have to fear that I will get 
new competitors, or competitors who will vigorously try to increase 
their shares in the market, I don’t have to make venturesome invest- 
ments, and I can stick to my old methods, and these old methods, of 
course, are less efficient than the new methods might be. 

Senator Krravver. Is your theory in this connection supported 
and amplified in a recent book by Professor Jewkes ? 

Mr. Macuuvp. That is quite right. But what Jewkes chiefly does, 
is to investigate the sources of invention. He wants to find out 
whether most of the inventions of the last 60 years have come as a 
result of organized research by large research organizations financed 
by big business, or whether they have come as developments of ideas 
of individual inventors. 
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Now he finds that the evidence is not quite clear, but at least half 
of all good and big inventions of the last 60 years have come from 
individual inventors, not from the research teams of big business. 
He has been criticized, I must say, by others who have objected that 
his evidence comes from too long a period. 

If he investigates inventions over the last 60 years, he may not 
give enough weight to developments that have come about only 20 
or 30 years ago. There are, then, those who feel that if you check 
what happened in the last 30 years, or in the last 20 years, the out- 
come mine be different; then you might find that more inventions 
have come from the research teams of big business than have come 
from individual inventors. 

Now my point is that this may be so, but this doesn’t prove a thing. 
It would merely show that in the last 20 or 30 years we have been 
managing things in a way that big business could have the larger 
research organizations; but if we wanted to, we could organize re- 
search in different ways. 

Secondly, it does not prove that it takes monopoly power. It is 
quite possible that even without any monopoly restrictions, and with- 
out any protection, business firms would do their best to create new 
ideas, and develop new ideas, if they are afraid of their competitors 
developing things before they do. 

So I would say the evidence is not quite conclusive, and we still have 
to resort to speculative reasoning to find where the balance of the 
evidence lies. 

Senator Krravver. Very well, you may proceed. 

Mr. Macuivr. The next and last point was that these monopolistic 
restraints of competition prevent the full utilization of productive 
capacity. This is a well-known point. I think it is a point that you, 
Senator, and your committee, have been stressing for many years. 

We have seen, for example, that the steel industry, and many other 
industries, have gone on for many years with a very large percenta 
of their productive capacity completely unused, and, instead of mak- 
ing their products available to the market at lower prices, in order to 
stimulate demand, they have often, in the face of unused capacity 
increased their prices, and therefore made the problem of unuse 
capacity a long-run problem, a problem not only of a few months in 
the business cycle, but a problem of years and years. The problem 
was aggravated by the price policies of some industries which the steel 
industry has served. 

Senator Krrauver. Now, sir, you have given the disadvantages. 
What do you recommend we do about it ? 

Mr. Macnuvp. Senator, if I try to cover, even in one sentence each, 
all the little ideas that I have mentioned in my book, it would take 
days, and I do not intend to take so much of your time. The point is 
that we have been trying to prevent monopoly and to encourage 
competition, only by one avenue; namely, the antitrust laws. 

I believe the antitrust laws are excellent, and they should be used to 
the greatest extent possible. But I believe that it is not enough 
merely to use our antitrust laws. It happens that our Government 
has done much more to create monopoly than to destroy monopoly. 
I need refer only to the tariff laws, to the corporation laws, to the 
patent laws, to the large numbers of franchises and licensing laws in 
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the States and in municipalities. There are features in our tax law 
which foster concentration. 

We have been doing much more to create monopoly than to destroy 
or reduce monopoly. We are still going on doing it, day after day. 
Only a few days ago, we announced prohibitions or restrictions of 
imports of oil. This is a measure that people who do not know eco- 
nomics may swallow easily because the reason given is “national 
defense.” But, of course, this is humbug; it is nothing but the defense 
of vested interests, and so it goes. 

On the one hand, we go ahead and eliminate a little monopoly here, 
or a little there, but on the other hand we create monopolistic re- 
straints all the time through restricting imports, through raising 
tariffs, through reducing quotas, through enforcing support prices, 
through making it more difficult for newcomers to enter industries, 
and so on and so forth. 

May I add a few words about the tariff ? 

Senator, you and your committee have been talking quite a bit about 
the automobile industry and about the price increases during the 
recent recession. Well, do we forget that at the same time we have 
kept automobile prices in the United States up by an import duty on 
foreign automobiles? 

If we feel that our automobile prices are too high, there is a very 
simple remedy, get rid of the duties. Foreign makers of cars are quite 
willing to send them here, and I would say that American industry is 
efficient enough to compete with them. Our industry would probably 
sell cheaper cars, and they would sell cars the American public wants, 
if they were faced with more vigorous competition from abroad. 

Senator Carrot. Mr. Chairman, I wanted to put a question on 
the question of efficiency. I want to get into that. 

Senator Krrauver. Just one second. I have anemergency call. I'll 
ask Senator Carroll to take over as.chairman for a little while, and 
I'll be back very shortly. 

Senator Carroti (now presiding). Doctor, I heard the testimony 
the other day of Dr. Yntema, of the Ford Motor Co., about efficiency 
and economy. I am not disagreeing with a thing you said; I am 
putting some questions. 

Mr. Macuuvpr. Yes, sir. 

Senator Carrot. When we were looking into the automotive in- 
dustry, we had some very excellent testimony on the part of experts 
who indicated how we could reduce the price of automobiles. By 
reducing the price, the theory was, they would sell more cars, therefore 
stimulate employment in steel, rubber, textiles, and so on. Part of 
the discussion was that too much money was being spent by the auto- 
motive industry on radio and television advertising, running into sub- 
stantial sums of money. In my inexperience, I asked, if you did this, 
if you cut off these advertising costs, what would it reduce the cost 
of the automobile? Well, it would be substantial. But when I got 
back home, I found out that a lot of the little newspapers get ads 
from the automotive industry, and that is very important to their 
survival. 

I have heard your discussion of oil. I can say this. I am one of 
the few men from an oil State who votes against the depletion allow- 
ance. You are familiar with some of the loopholes in the tax laws? 

Mr. Macuuvpr. Yessir. 
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Senator Carroiu. But regarding the vested interest of which you 
speak the small independents tell me that unless quotas are imposed, 
they can’t stay in business. This is what I find running all through 
this theory of efficiency, that the concentration of economic power is 
so great in the hands of the giant corporations, that unless there are 
some of these—I don’t like to use the words—“economic gimmicks” to 
protect the small, independent businessman, they will drive them to 
the wall. 

We are talking about efficiency. For example, the lead and zinc 
mines of my area are closed because of imports. Let’s put it this 
way—without adequate protection for the miners in this country, our 
mines are closing down. 

That takes us into another field. So we have in almost every field 
we touch small, independent enterprise being affected, as I see it, by 
this enormous concentration of economic power. That is why I 
raised the question of efficiency. Dr. Yntema raised it the other day, 
saying that General Motors has the advantage of financing by its 
subsidiary, GMAC. Ford and Chrysler want to move into the fi- 
nancing field on grounds of efficiency, in order to compete with Gen- 
eral Motors. If they do that, all the little auto finance groups will 
come in and complain that they will be knocked out of business. 

It is not a simple question, and I am wondering if there isn’t some- 
thing more than just theoretical efficiency, and economy, to sustain a 
way of life. We find this in the farm problem, too. Would you care 
tocomment on that ? 

Mr. Macuuvupr. Very happily, Senator. If I may, perhaps, go over 
all these examples that you gave, and then end up with the problem of 
protecting small business. 

Now, first, concerning efficiency, or increased efficiency, in automo- 
bile making. It is almost impossible for an outsider to say what could 
achieve a lowering of cost. Economic history has shown that even 
people in the business often did not know how to economize cost, and 
that it was a newcomer who came along with a new idea and produced 
at lower cost. 

I would say that the advertising expenditures of. the automobile in- 
dustry are probably a relatively small item compared with the entire 
cost of the car; it may not amount to very much. But what I would 
like to stress is the restyling every year. This is an enormous thing. 
The automobile industry has replaced price competition largely by 
quality competition, but it isn’t really quality competition, it is style 
competition. 

How much money goes into that styling—this is almost staggering, 
I'll give you one example. 

Two years ago, I think it was, when they suddenly found out it 
would be nicer to have lower cars. In order to have lower cars, they 
had to have lower tires. All of the tire manufacturers had to have 
new molds, and had to change their process of making tires, just be- 
cause a few stylists felt it might be nicer to have lower cars for a 
change. If, instead of incurring all the expense for this sort of thing, 
they had lowered the price of cars, many more consumers could have 
a second or a third car in their family. These are things which are 
hard for an outsider to find out, and I am not an expert in automobile 
making. I merely suggest that these are some of the lines along which 
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one has to search in order to find where an industry might economize 
and produce more efficiently. I don’t think anybody would be harmed 
if we did not have the wings and fins and frills on our automobiles, 

Senator Carrot. May I say, it is precisely this point that leads us 
into this discussion of what we call planned obsolescence. We had 
some very expert testimony on that subject. Industry witnesses said 
that when they prepare their styling changes, they must whet the ap- 
petite of the consumers. In order to whet that appetite, they use ad- 
vertising on radio, television, and newspapers. There is styling com- 
petition, they told us, between auto companies. It was in this field 
that some of us were drawn in, because we are thinking that reduc- 
oe of these advertising costs would reduce the cost per car about 

100. 

A statistician testified that a lower cost of $100 per car would 
stimulate employment in auto production. It is a very technical 
field, but the point I wanted to raise was on this question of with- 
drawing the duty on automobiles. If we withdrew it, and foreign- 
made cars arrived in large numbers, would that accelerate employment 
in our basic industry ¢ 

Mr. Macuuvp. Enormously, sir, because the threat of greater im- 

orts would lower their prices and drive them to compete further. 

ou see, competition doesn’t come mainly from actual imports; it 
comes from potential imports, forcing people to produce more eco- 
nomically a sell more cheaply. 

Senator Carroti. Coming back to oil quotas, it is very difficult to 
convince the people in my area about these giant corporations who 
have these immense holdings in Saudi Arabia, for instance, where the 

roduction costs are about 25 cents a barrel, and where they can 
eaven their domestic production with Saudi Arabian oil and let it 
flow into this country. There is a large body of opinion that believes 
this may destroy incentive in this Nation by depressing price. ‘This 
is the theory of this group, which includes small ieaiemmnilonta. This 
is the argument they presented to us. Evidently, they have con- 
vinced the White House, because I now observe that those quotas and 
controls are now mandatory, I believe. 

Mr. Macuuovp. Yes, sir. 

Senator Carroti. Do you care to comment on that? In theory, I 
know it might be better to use somebody else’s oil, but if you let their 
oil flow in, then where you have a domestic corporation with overseas 
subsidiaries which can leaven their own domestic production with the 
foreign product—this is a real problem that we face. 

Mr. Macutuvp. Incidentally, it is interesting to note that these 
corpofations are helped by our taxpayers, because these corporations 

et tax reductions for their foreign developments. You see, first we 

elp them with tax reductions to develop their foreign production 

abroad, and then we impose import quotas so that our consumers 
cannot get the oil they Talsed finance. The inconsistency of our 
policy is appalling. 

Senator, wouldn’t you say, the more oil comes in, the lower the price 
of oil is likely to be? The lower the price of oil, the lower the fuel 
for our industry, and the lower the cost of industry, the greater could 
be the production in industry. So while we may hear the complaints 
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of a few people, a few small producers of raw oil who would like to 
survive and to prosper, we are apt to overlook all the effects that may 
come from a lowering of the price of fuel oil, from which all Ameri- 
can producers and consumers might benefit. 

You mentioned, also, the lead and zine situation 

Senator Carrotu. Before we leave oil, do you doubt for a moment 
that there is an international cartel in oil ? 

Mr. Macritup. No; I don’t doubt it. 

Senator Carrotn. While it is true that we give depletion allowances 
to those companies operating in Saudi Arabia, we also provide some 
credits on tax statutes, and we have also been lending money to foreign 
countries to buy that oil. So it is really an involved problem. But 
small independents in the oil producing areas say that when they in- 
vest their money, they take a great gamble, because every time they 
sink a well, it doesn’t mean success; they very often go into a dry 
hole. Importation of oil depresses the market, and squeezes inde- 
pendents out of existence. 

Mr. Macnuvp. I have recently talked to two economists who have 
made a study of the petroleum industry, Dr. DeChazeau and Dr. Al- 
fred Kahn, both of Cornell University. They have come to the con- 
clusion that there is not one bit of evidence available to support our 
present idea of protecting oil producers in the United States. These 
economists have done their work completely independently and ob- 
jectively. Now, I have not studied the oil industry, and therefore, it 
would be presumptious on my part to make pronouncements ex 
cathedra, so to speak, but I really believe that these men have studied 
the situation objectively, and I can accept their conclusions. Here is, 
for example, what Professor Kahn said in a statement prepared for 
the Joint Economic Committee. He did that a few weeks ago only. 
This is what he said: 

I am not an expert on the national defense, but I am a student of the petro- 
leum industry, and I have yet to find a consistent, rational explanation for the 
particular price increasing policies that surround this industry, in terms either 
of national defense or conservation. I find it difficult to understand why our 
defense requires the limitation of imports from Canada, for example, or why 
military requirements, generally stated in terms of a million barrels a day of 
shut-in capacity, have anything to do with justifying the roughly 3 million bar- 


rels shut in during 1958, a figure undoubtedly exceeded in the several months 
when Texas production was cut back to 8 days. 


Then he goes on to discuss the tax gimmick with the depletion al- 
lowance, and so on. Now, I rely on these economists who nave done 
a serious study, and I need not restudy the case to support an opinion 
of my own. We cannot all study all industries, and we must rely 
upon each other’s work and judgment. 

Senator Carrotu. What is the name of the other man ? 

Mr. Macuiur. DeChazeau. He has been at Chicago and at Har- 
vard, and many years now at Cornell. 

Senator Carroty. Thank you, Doctor. Do you want to talk a little 
about lead and zinc? 

Mr. Macuuvr. I would like to, because it is a prize example of 
what we do to damage our export industries. The increased protec- 
tion for our lead and zine producers, the tariffs that we recently 
Jacked up, may help a few people in the United States. I don’t know 
how many stockholders are aloe and I don’t know how many 
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workers in the mines are helped. But within a few weeks after our 
tariff boost, the Germans imposed an import duty on coal, and we 
have previously had large coal exports to Germany. When we asked 
the Germans, “Hey, what is this?” the Germans could answer, “You 
have nothing to say, you have just done the same thing for lead and 
zinc to protect your miners. Why don’t you permit us to protect our 
miners?” 

So, what have we done? In order to protect some miners in lead 
and zinc, we destroy the jobs of other miners in coal, and everybody 
is worse off. Now, I think this is a simple example of why our think- 
ing is deficient when we talk only about what we see before our eyes, 
namely, the miners in a particular region. We are aroused and want 
to do something, and we do not think of the other effects of what we 
are doing. We may help some, that is right. But we may harm 
many more, and that is rarely considered. 

The French economist, Bastiat, once wrote a book which was en- 
titled—it was in French, of course—“What We See and What We 
Don’t See.” He discussed exactly this point, that most nations con- 
duct an economic policy on the basis of what they can easily see, and 
disregard what they don’t see with their naked eyes; the unseen effects 
are only theoretical speculations, they believe. 

But, of course, it is the economist’s task to point to these wide and 
invisible connections in the entire network of industry and trade. 

Senator Carroti. With reference to lead and zinc we know that 
they can be produced so cheaply in other countries, with low-cost 
labor, that the American workers cannot possibly compete. This 
would mean eventually a complete closing down of all lead and zine 
mines. 

Mr. Macuuvp. Sir, we have closed down all the stagecoaches of the 
United States. There is not one that has survived. 

Senator Carroiu. Let’s follow that through. If we close down our 
mines, and we close down auto financing companies—which I told you 
about—and if farmers are forced to leave their farms because of this 
efficiency concept—my point is this, do we do something to the way of 
American life? 

Mr. Macuuup. We help it. 

Senator Carrot. You think we help it? 

Mr. Macuuvpr. Yes, sir. The American standard of living has in- 
creased so tremendously as it has by the huge increase in industrializa- 
tion and the enormous increase in efficiency in farming. The in- 
creased efficiency in farming makes it possible that now 8 percent of 
the labor force, or perhaps 9, I don’t know now—a very small per- 
centage of the labor force—is sufficient to feed the rest of us. There 
was a time when 70 percent of the labor force was needed in agricul- 
ture to feed the people of the United States. This was in 1830. In 
1880 the percentage was down to 50. In 1930, 20 percent was enough. 
This is real progress. 

The increase in efficiency has permitted us to reduce the portion of 
our population working on the farms, and now it is estimated by good 
experts—I think it is Professor Black of Harvard who made the 
estimate—that within 10 years only 4 percent of the population will 
derive their income from farming; only 4 percent. 

Now, imagine the American people had held the view now so widely 
advocated, that we should preserve all the people in their present 
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occupations, imagine they had insisted on that notion 50 years ago, 
where would we be? We wouldn’t have the present living standard— 
we would have the standard of living we had 50 years ago. 

Senator Carro.y. But isn’t it true that in this expanding economy 
of which you have spoken, as a matter of fact, we have had these eco- 
nomic devices and “gimmicks” by stockpiling lead and zinc, for 
example, and other commodities? 

What would be your idea of the concept of Secretary Seaton—where 
you have lead and zine, and you want to keep the free flow of inter- 
national trade moving, if it is necessary to bolster it, where the flow 
of goods moving in with the imports of other countries help their 
economy, what would be wrong with an economic subsidy ? 

Mr. Macuuuop. Sir, I am, of course, opposed to subsidies, because 
they are so patently inequitable, and I don’t like to vest even in the 
elected representatives of the United States the power to take money 
from one person and give it to another. 

But I prefer subsidies a hundred times to tariffs, for the following 
reason. Subsidies are an open-and-above-board method of helping 
people. One would frankly have to recommend to tax the eee 
and to pay out of these taxes so and so many millions to help this 
and that most-favored group, and every year Congress would have 
to repeat this and to justify each tax and each subsidy. Things are 
quite different with regard to the tariff laws. 

There we enact a tariff. That stays on the books for years and years 
and years, and nobody in the United States knows how much money 
this takes out of his pocket to be put into the pocket of someone else, 
I believe a democratic system ought to make sure that the citizens see 
the consequences of what they vote for. 

Now, if they vote for tariffs, they do not see the consequences, while, 
if they vote for subsidies, they know how much it costs and they can 
reconsider. They may approve the taxes and the subsidies if they 
want to, it is their free will, but they know what they are doing. So 
this is the reason why I prefer subsidies to tariffs. 

Senator Carrotu. I thank you. I didn’t mean to take all this time. 
[ wanted to explore the subject because I can remember the American 
watch industry—this was 10 years ago—complaining about the move- 
ment of Swiss watches into this country. 

Mr. Macuuup. Yes, sir. 

Senator Carroty. What has happened to the American watch in- 
dustry? When such industries are destroyed, you lose precision 
workers, you lose all types of skilled workers. It is a very difficult 
problem, and I share your viewpoint about high tariffs. I also share 
your viewpoint, in a measure, about quotas. It seems to me that we 
have to evolve a system to sustain some of these depressed areas, per- 
haps by an economic subsidy, as we did in the minerals bill. 

But my point is this. There is really no free competition, in this 
country is there? 

Mr. Macuiup. But, sir, there is plenty of competition, and I would 
say the American economy is much more competitive than most. people 
believe. It is still, despite all the monopolistic restraints, one of the 
most competitive in the world. Competition is still alive. 

Incidentally, lump-sum subsidies would not really ruin competition. 
You could still allow competition to determine prices, and to steer the 
factors of production into the various industries. 
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Lump-sum subsidies would merely transfer income from one group 
of people to another, if some of the subsidies may be very silly, people 
would finally wake up and say, I don’t like it, but such subsidies need 
not be an interference with competition. 

Senator Carrotu. Doctor, some of our most learned economists have 
said to us, about these concentrated industries, that if we were really to 
do our job on inflation, we have to exercise some type of control. I 
think Dr. Galbraith testified yesterday that we ought to begin exercis- 
ing controls in certain selected industries. He said not to do it across 
the board, but in these industries. 

Now, why do we have to exercise controls, if competition is so free? 

Mr. Macuioup. When I said our economy is highly competitive, this 
doesn’t mean that all its sectors are thoroughly competitive. I agree 
fully, there are several industries where monopolistic restraints are 
serious. I would like to come to this in 2 minutes, if you permit, 
after I conclude a line of thought I had previously started acuta 
you had mentioned before the desirability of protecting small business- 
men. I would like to say one word on this question. 

I agree with you, we must protect small business, but we must not 
oat the existing small businesses. This is an important difference. 

f I protect the existing retailer, the one who has his store there on 
this corner, and I want to help him to stay in this store and go on, 
year after year, I ae other and better small businessmen from 
coming out and replacing him. 

Small business can survive only by trying to invigorate competition 


among the small businessmen. If we, oa for example, Switzerland 
i 


and other countries have done, allow cartelization in trade, we are not 
really aiding small business; we are merely helping individual groups 
of small businessmen, and we are actually killing the opportunity of 
the rising generation to enter small business. 

We are, by doing this, forcing the young people to look for jobs in 
big business, instead of allowing them to take their chances as the 
small businessmen of the future. 

Senator Carroui. Doctor, in my own lifetime, I have seen the mom 
and pop grocery store disappear. I have seen the independent gas 
station man go doen the drain. We know in my own area, when one 
company sets the price of gasoline, it is followed automatically by the 
others. We find the independent gasoline man always complaining be- 
cause he says the oil companies control the tankwagon price of gaso- 
line. 

In our own economy today, there are very few newcomers who can go 
into small business. It takes a lot of money, and it is no longer small 
business. 

Mr. Macnuvrp. Therefore, keeping entry wide open is the way to 
protect small business. We should study very carefully what it is 
that prevents entry, or hinders entry, into trade and industry, into 
industries where still a large number of firms exist, and into in- 
dustries where only a few firms are present now. 

Senator Carroiu. I didn’t mean to interrupt Senator Hart. He 
had some questions. 

Senator Hart. That is all right. I feel so depressed, after this re- 
cital, that I wonder if, before you finish, you couldn’t give us the 


asset side of the book you have there. This is a very depressing 
morning. 
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Mr. Macutur. The entries on the asset side are assertions by cer- 
tain economists, and by spokesmen for certain groups of business, 
that this kind of restraint is exactly what is needed. They are merely 
assertions to the contrary. As you know, there are two sides to every- 
thing, and each side finds its advocates. If one expert argues one side, 


there is usually another man who would take the opposite view. 
I tried to represent the opposite view fairly and I put it on the other 


side of the ledger. 


Senator Carrott. Would you like to put that table in the record ? 
Mr. Macuuvp. I'll be glad to, sir. It is on page 73 of the book, 
“The Political Economy of Monopoly.” 


(The table reads as follows :) 


MONOPOLISTIC RESTRAINTS OF COMPETITION 


DEBITS 


(1) They result in uneconomic allo- 
eation of productive resources. 

(2) They give rise to extortion of the 
consumer through higher prices and 
lower qualities of products. 

(3) They permit exploitation of work- 
ers through lower wages and poorer 
working conditions. 

(4) They eliminate the penalty which 
competition involves for inefficiency and 
inertia, and thus entail inefficient man- 
agement and operation. 

(5) They remove incentives to tech- 
nological innovations, and reduce the 
flow of investment. 

(6) They prevent full utilization of 
productive capacity. 


CREDITS 


(1) They result in a more economic 
allocation of productive resources in a 
dynamic economy. 

(2) They benefit the consumer in the 
long run through lower prices and bet- 
ter qualities. 

(3) They avoid competitive reduc- 
tions of wages and deterioration of 
working conditions under competitive 
pressures. 

(4) They make superior methods 
available, including scientific research 
and use for better brains. 

(5) They permit long-range invest- 
ment and encourage innovations. 

(6) They allow greater expansion of 
productive capacity in the long run. 


Senator Harr. To make explicit what I am sure was implicit in 


in your testimony, you would not anticipate that any industry should 
be asked to advocate the removal of all protective tariffs, at least until 
it has free opportunity to acquire raw materials and skills, and every- 
thing else equally free; that is, to the extent that there is a tariff 
applicable to an industry? It would be unreasonable, would it not, 
to anticipate any widespread support for the removal of that one 
protective device until all devices had been removed ? 

Mr. Macuuivur. What other devices do you have in mind, Senator? 

Senator Harr. The acquisition of raw materials, of skills. 

Mr. Macniur. We have the same access as any other country. I 
think probably no country in the world has as free access to raw 
materials as we have. 

Senator Harr. How about machinery used in the production of the 
automobile, for instance? Is there no tariff on those? 

_Mr. Macuuovr. Well, of course, if you reduce the tariff on automo- 
biles, the automobile makers would be quite justified in asking that 
you also take off the tariffs which raise the prices of the machines 
they use. 

Senator Harr. I wanted you to be explicit about that, because I 
was sure it was implicit. 

Mr. Macniur. Absolutely. I am very grateful to you, Senator, 
that you made me state this. 

Senator Carrot. Dr. Blair has a question. 

35621—59—pt. 10 —8 
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Mr. Buarr. Dr. Machlup, I think because of some of the questions 
that were raised by Senator Carroll you might call the subcommit- 
tee’s attention to the parable of the candlemakers of Paris. 

Mr. Macuuur. Yes, it is this. It was again the French writer 
Bastiat, who wrote, as a clever parody of the arguments used by indus- 
tries seeking protection, a beautiful petition of the candlemakers to 
their Government.* The candlemakers point out that it seems gen- 
erally agreed that domestic industries should be protected from their 
foreign competitors. It is generally agreed, for example, that if we 
make textiles which abroad can be produced more cheaply, and the 
foreigners send these cheap textiles here, that we should do some- 
thing about it, restrict the importation or put a tariff on it, so that 
our own textile makers would not be at a disadvantage. 

Now, we candlemakers are especially hurt by the importation of 
sunshine. Thissunshine is produced abroad entirely free, and dumped 
into our country without cost. There isn’t even a cent charged for 
it. Now, if we follow the principle of cost equalization, we feel that 
we are justified in asking for a tariff on sunshine, so that everybody 
who uses sunshine has to pay for it. This would help us candle- 
makers, we would have a fairer opportunity to compete, people would 
buy many more candles, and imagine the employment that this would 
create in our industry, and think of the wages received by our work- 
ers. They would energize the whole economy. Our workers would 
buy textiles, and they would buy food, and thus the farmer would 
have a better market and the textile industry would be more pros- 
perous, and all the others, too. 

This “candlemakers’ petition” is a beautiful takeoff on the theory 
which protectionists have been embracing for hundreds of years. 

Senator Carron. Have you studied the Sugar Act? 

Mr. Macnuvr. Yes, sir; Ihave. Indeed I have. 

Senator Carrotzi. My point is this, and this goes back 25 years ago, 
there was great difficulty about sugar. The Cubans had difficulty 
about sugar and there was difficulty in the Hawaiian Islands and in 
the Philippine Islands, and now we have a law. It is true the con- 
sumer pays a little bit more, I’m told, but there is more stability in 
the economy of these areas. Is that not so? 

Mr. Macuuvp. Sir, if we call greater security of given prices and 
incomes economic stability, I don’t like that stability. If we had had 
this kind of stability forever, the United States would never have 
developed. As I said when I mentioned the stagecoaches before, if 
we had done something to protect the incomes of the drivers of the 
stagecoaches, and of the breeders of the horses for the stagecoaches, 
and of the makers of the stagecoaches, we would still be in the horse 
and buggy stage. 

We should not want stability of individual prices. This is one of 
the big confusions. People confuse stability of the price level, that is, 
avoidance of big fluctuations, or of big increases in the price level, 
with stability of individual prices. 

An economist should not be interested, if he is not a spokesman 
for vested interests, in the stability of individual prices. An econ- 
omist, if he really has the benefit of the economy at heart, should 


*The text of the petition referred to may be found on p. 5169. 
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want prices to reflect supply and demand. For example, if the de- 
mand for steel at some time is low, steel prices should go down 
so low that the capacity is still utilized. If the demand rises high, 
then steel prices should rise accordingly, so that more workers and 
more capital is attracted into the steel industry. 

In other words, we want a free enterprise system in which prices 
steer the economy. That means no price must be stabilized. Those 
who want to stabilize selected prices are, whether they know it or not, 
enemies of the free enterprise system. 

Mr. Buatr. Now, Dr. Galbraith and, I think, all of the economists 
that have appeared before us, would agree with you as to the desira- 
bility of competition as the automatic regulator of the economy in 
the long run. There are, however, some who are very concerned 
about price trends and unresponsiveness to demand fluctuations in 
a few highly concentrated industries. 

Some of these economists, notably Dr. Galbraith and Dr. Ben 
Lewis, feel that there is no satisfactory method of coming to grips 
with this immediate problem of price and wage increases in highly 
concentrated industries, without some form of direct control, which 
they envisage, as I understand it, as a means of meeting an immediate 
problem of rather formidable economic consequences. 

Would you care to comment upon that summary of their position, 
which I think is fair—I hope it is. 

Mr. Macuuvr. Yes. I am familiar with these plans, and, if you 
don’t mind, I am skeptical. I am not in favor of price controls or 
price regulations of any sort. I grant you that in so-called public 
utilities, regulation is necessary, because these are inevitable monop- 
olies. There cannot be competition in these fields, and hence we have 
taken it upon us to regulate prices there in order to protect the con- 
sumer. 

But even there, what was the outcome? In many of these fields 
where we started regulating prices for the benefit of the consumer, 
we have, after a while, changed things so that we would regulate prices 
to the disadvantage of the consumer. 

I believe there is hardly a field in the American economy that is 
worse with regard to monopolistic restraints than transportation. 
This was the first industry which we started to regulate. We have 
been regulating freight rates since 1887, when the Interstate Commerce 
Act was enacted. We have been regulating ever since, and what have 
we achieved? We have suppressed competition, we have prevented 
prices from getting lower, and we are still doing it. We enacted later 
the Motor Carriers Act, and then the Transportation Act, and I think 
there is no industry in the United States that is worse than our trans- 
portation industry, as far as monopoplistic restrictions and suppres- 
sion of competition are concerned. 

Mr. Buatr. So your fear is that if there were put into effect some 
mechanism of preventing price increases and wage increases in indus- 
tries like steel, before too long they would turn into mechanisms of 
insuring the prevention of price decreases which could be brought 
about by virtue of new technology, or other developments; is that 
right ? 

Mr. Macuuvr. Absolutely. You said it much better than I could 
“have said it. 
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This is my real fear. I would be afraid of taking such a measure, 
even if it looks expedient and urgent. It might be helpful for the 
next few years. I am opposed to measures which may be helpful 
for a time but may bring great harm to the United States in the long 
run. 

Senator Carroti. Does anyone here want to talk about Wisconsin 
butter and milk and cheese ? 

Mr. Cuumpris. I would like to ask about North Dakota. 

Mr. Bottron-Smiru. Mr. Chairman, in response to that particular 
question, I would like to point out that almost every hearing of this 
committee has some comment by Senator Wiley with reference to 
the high cost of distribution; he gets 7 cents a quart for milk on the 
farm, But in town, he has to pay 24 cents a quart for the milk he drinks. 
Now, that is a problem. 

Senator Carrot. Of course it is. 

Mr. Macuuvp. It certainly is; and we in Maryland, right now, are 
confronted with that problem. 

Senator Harr. I wondered if the witness had anything to respond 
to that. 

Mr. Bouton-Smiru. Do you have any comments on the milk situa- 
tion ? 

Mr. Macuxiurp. Well, this is a terrible racket. 

Mr. Bouton-Smrtu. You mean the distribution or the production? 

Mr. Macuxvur. Well, I wouldn’t confine it to the distribution. 

Senator Harr. Do you relate that to the existence of monopoly ? 

Mr. Bouron-Smiru. Would you explain that ? 

Mr. Macuuvpr. No, sir; 1 won’t. Having used such a word, I might 
expose myself to libel charges. I have said “racket,” and rather than 
try to pin that label on certain groups 

Senator Carro.ty. Having raised that question, I thought you might 
have this question of Danish butter and other imports in mind. Have 
you studied that ? 

Mr. Macuuupr. No, sir. 

Senator Carrouu. I think the dairy farmers are concerned about 
that. Itisa very difficult problem. 

Mr. Macuuvp. It is, indeed. 

Mr. Botrvon-Suirn. Mr. Chairman, couldn’t the witness give a theo- 
retical explanation of his testimony about milk without naming any 
particular companies ? 

Mr. Macuxiup. Well, I might perhaps refer to an editorial in the 
Baltimore Sun a few days ago that merely said how many dairy 
farmers there were in Maryland, how many people were employed in 
the milk-distributing trade, and so forth, and compared this with the 
number of consumers in Maryland. What, then, is the legislature 
doing? The legislature is trying to help a very small number of 
people at the expense of the large mass of consumers. 

Now, of course, I would add to that that the way in which the few 
are supposedly helped is by no means an efficient way. It is full of 
inequities and full of inefficiencies, and in the long run will probably 
harm milk production. 

Mr. Botron-Smirn. But you are not criticizing the Wisconsin dairy- 
men who want to send their milk East ? 

Mr. Macuuvr. Not at all. Not in the least. 
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Senator Carron. We are not going to shut you off in any way, but 
we do have some other witnesses here, Dr. Machlup. It is my fault, 
Mr. Chairman, because I have been exploring a very wide field with 
a very fine economist here. 

Senator Keravver. I am sure it has been very useful, Senator Car- 
roll. 

Mr. Cuvumeris. Doctor, Senator Langer has received many letters 
and he also has heard from farmers’ unions that come here periodically 
to visit. They are concerned with the fact that today a one-section 
farm or a two-section farm is beginning to become a thing of the past 
in some of the farmland of the country. You refer, for instance, to 
the stagecoach; if we tried to protect the stagecoach, we wouldn’t 
have automobiles, and so forth. But the people who built stage- 
coaches are now building automobiles and the people who drove stage- 
coaches are driving automobiles, so they were taken up into the im- 
provement of our way of life. 

The man who had a small corner grocery sold it to a chain and 
he became manager of the chain, or a butcher in the chain. He was 
taken in on this. 

Mr. Macuuovp. Right. 

Mr. Cuumeris. But you take the farmer. If we are going to have 
in 10 years, like you say, only 4 percent of the people earning income 
from agriculture, that means that the small family farmer today with 
one section or 160 acres, or whatever the case may be, depending on 
what he produces, will have to go completely out. You will have 
these big giant farms which will in effect become a monopoly and you 
will have a concentration of farms just like you say you have concen- 
tration of industry. 

Now, you sa that is progress, but if that is progress, what is going 
to happen to the farm family? We have had complaints during the 
automobile hearings that too many farmers are going into the cities, 
into Detroit and Pontiac, and forcing themselves on the unemploy- 
ment market that at that time was close to 7 million, when the testi- 
mony was taken. 

How from your expert point of view are these small farmers going 
to be taken into our American way of life and be able to take care of 
their families and earn a suitable income? 

Mr. Macuuvp. I do not pretend to be a student of agriculture or an 
expert in agricultural economics, but I do not believe that many econo- 
mists even in agriculture consider this a very serious problem. I think 
the absorption of the people who leave the farms, their absorption 
into industry is by and large not a difficult problem. It is a problem 
of which you will hear relatively little except in the worst months 
of a recession. Normally the transfer goes on without much com- 
motion, the older son or the next son wanting to go into the city and 
as they go, there will remain fewer and fewer of these small farmers. 

I think it is a development that cannot be held back at all and senti- 
mentalism wouldn’t help us in the least. We shall have to face the 
fact that certain methods of doing things are outmoded. This doesn’t 
mean that all small farming will die out. Indeed, there might be a 
great deal of pleasure farming going on. 

But, again, I am not an expert and would not care to expand on 
these problems. 
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Mr. Cuumpris. Yes, but you have placed something into the record 
here this morning and one of the things was dealing with the farm 
problem. I don’t know who has been making these statements that 
these farmers are being abosrbed. I know that the people who are 
forced to sell their farms are highly aggravated. If you would con- 
tact any of the congressional or senatorial offices from the farm States, 
they would disagree emphatically with whoever is passing out these 
releases that these people are being absorbed into the American way 
of life and besides, that these people don’t want to leave the farm. 

Mr. Macuuvp. Sir, this is very true. I am sure the stagecoach 
driver didn’t want to leave this stagecoach either. 

Mr. Cuumpnris. Yes, but you had maybe a handful of stagecoaches 
but today you have 11 million or 12 million people. 

Mr. Macuvup. Whole industries have disappeared, and what you 
are now decrying has been going on for many years. We have already 
seen the decline of the farm population from, let us say, 70 percent 
to 8 percent. We have seen it and it has taken place, and no amount 
of crying would have helped, or would have retarded it. 

Mr. Cuumperts. But won’t that be creating the type of giant— 

Mr. Macuuvp. No, it won't. 

Mr. Cuumprtis. Concentration in a few farms? 

Mr. Macuuup. No, it won’t, unless the Government helps it. I do 
not believe that the economies of large scale farming will be such that 
only six or seven farms in the United States will survive. 

Mr. Cuumperis. I don’t think—— 

Mr. Macuivupr. And so long as we have more than a thousand 
farmers in the country, there can be competition. We fear concen 
tration in the hands of a few. We fear that competition will not work 
in an industry in which four or eight firms control the bulk of the 
output. 

Mr. Cuumrerts. T don’t think Senator Langer’s constituents will ap- 
preciate that. 

Senator Carroti. May I suggest, we are not going to settle the farm 
question here. There have been some very fine questions put here. 
These are some of the problems we have been discussing. 

Mr. Macnivp. Right. 

Senator Carrot. As you said at the outset, you are an economist. 
You don’t profess to be a politician and you have made a very fine 
presentation; it has been very helpful, very clear. If I agreed with 
all you said, I wouldn’t be here 2 weeks. At election time, I mean. 

Mr. Cuoumpnrts. I think that is what he meant by the unrealistic 
economist. 

Senator Carrott. I didn’t say he was unrealistic at all. He said, 
as I understood, he was presenting this as a serious student of eco- 
nomics. It has been a very fine presentation. I hope the day will 
come when we can put some of your theories into practice, Doctor, 
and the sooner perhaps will be the best. 

Anyway, are these any other questions? 

Mr. Macuuvp. I am very anxious to raise one point which has been 
making the papers today and I believe it is a highly important point. 
This is the question of whether we should condone wage increases that 
do not absorb more than the increase in productivity in the particular 
industry. I think this is one of the most important issues facing us 
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at, this moment, and this is one on which I would like to spend a few 
minutes, if I am permitted to. 

Senator Carrott. We have another witness. Can you give the 
Chair some idea about how long you will take? We don’t want to 
shut you off. rae we have been guilty of leading you astray. 
How long will it take‘ 

Mr. Macuuovp. Five minutes. 

Senator Carrot. All right. Senator Kefauver has to go to an- 
other committee, but if you can pin it down to 5 minutes, we will 
be glad to hear you. 

Mr. Macuuvp. Yes, sir. I will take my watch out. 

I believe that the idea that wages should not rise faster than pro- 
ductivity is perfectly sound, but it is absolutely unsound to apply 
this idea to individual industries. If, for example, the steel industry 
has an advance of productivity, to condone an increase in steelwork- 
ers’ wages that would absorb that increase in productivity would be 
ecoonmic and political folly, in my opinion. Let me explain this 
in a few sentences. 

Assume an invention is made by which the steel industry could pro- 
duce the output it is now producing with half the workers that are 
employed now. This is an increase in the productivity per worker. 
If you permit now wages to absorb that increase of productivity in 
the steel industry, half the workers will remain in steel and get twice 
the wage, while the other half is out. This means that no one else 
is going to benefit from that increase in productivity, and the work- 
ers that are displaced in the steel industry will be unemployed. 

The fact that the steel price does not have to be raised will not 
prevent inflation, because inflation will then be necessary to employ 
the people displaced in the steel industry. You will be urged to solve 
the unemployment problem through easy money or through fiscal 
policy. 

Moreover, if you had applied this theory that workers in a par- 
ticular industry are in some way entitled to the fruits of the advance 
of productivity in this industry, if you had applied this 50 or 60 
years ago, do you know where we would be? The average salary of 
a teacher in this country was $195 per year in 1880. It was $325 in 
1900. If that rule had been applied that all benefits of the produc- 
tivity advance in industry would have accrued to the workers in 
the respective industries, teachers today would still have to live on 
the annual salaries their predecessors had in 1880 or 1900. 

The salary of a U.S. Senator in 1880 was $5,000 and it was still 
$5,000 in 1900. I don’t believe a U.S. Senator could live now on 
that salary. But if productivity advances would have accrued only 
to the workers in the industries where the productivity advance took 
— Senators could not receive more today than they received in 

880. 

In other words, the whole idea is absolutely wrong and has to be 
combated with a loud voice and right from the beginning before it 
sinks in. The newspapers are repeating this idea and it may sink in. 
The steelworkers may really think they are entitled to that wage in- 
crease, which they are not. 

If anybody holds an idea that wages should be rising year after 
year, the average increase must not exceed the average increase of 
productivity in the whole United States, and that is about 2 percent. 
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Thus, we cannot condone wage increases in excess of 2 percent any- 
where except where there is a shortage of labor. If the wage increase 
exceeds 2 percent, we will get inflation. In other words, an increase 
in workers’ wages merely enough to absorb the increased productivity 
in their industries would be inflationary, and hence it would not solve 
the problem of inflation if these industries refrained from raising 
their prices. 

Mr. Dixon. Doctor, your example is very interesting but you are 
comparing 1900 with 1959. 

Mr. Macuuvupr. That is right. 

Mr. Dixon. We are facing a problem that has developed in 2 years 
and I think Dr. Means’ charts are quite persuasive, at least to me. 

Mr. Macuuupr. To me, too. 

Mr. Dixon. That if the steel industry raises prices, we are in for 
another round of inflation. 

Mr. Macuuvur. Yes; but also if they don’t raise prices. 

Mr. Dixon. We will be even worse off, won’t we, if they do? 

Mr. Macuuur. That is correct. But if you try to combat these 

price increases with a theory which condones wage increases equal 
to the productivity increases in the same industry, you are in forever, 
and to a terrible extent. Hence, this theory has to be rejected em- 
phatically. It is not sufficient to say that the steel industry must not 
raise prices. If we want to stop inflation, we have to do something 
to prevent wages from being jacked up faster than the average in- 
crease in productivity. That means faster than 2 percent a year. 

Mr. Buatr. Doctor, I just want to point out that one of the fortu- 
nate aspects of the position which you hold is that you are a profes- 
sor, not of economics but of political economy, and a person who is 
an expert in political economy must, as I understand the definition 
of the term, be concerned with what is politically possible in a given 
set of circumstances. 

Now, Dr. Means has presented some very persuasive evidence that 
a price increase in steel is of a unique character as contrasted to price 
increases in any other industry in that it more or less constitutes a 
trigger for price and wage increases elsewhere in the economy. 

Now, given these as realities, do you see any possibility that the steel 
companies would not raise prices and that the unions would content 
themselves with a 2 percent increase or 3 percent increase in wage 
rates? 

Mr. Macutur. My titlh—— 

Mr. Buarr. In this year of our Lord at this time, is this a reasonable 
expectation within the concepts of political economy ? 

Mr. Macuuvp. My title is professor of political economy. This is 
merely the name an economist was called 50 years ago, 100 years ago. 
Tam not a politician, as I said in the beginning. I am not saying what 
we could do about the unions nor am I sure that I can say what we 
could do about the corporations. But I would like to say that if we 
try to institute regulation or control of steel prices, we will in the long 
run most likely aggravate the problem rather than mitigate it. I be- 
lieve if we tried very hard to reduce concentration in steel, we might 
get something over the years. 

I remember Mr. Allen Wood last year raising his price for steel. He 
could not make it stick. He had to go down again. If the United 
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States Steel Corp. raises the price, that sticks. So there is the differ- 
ence between what a large firm does and what a small firm does. Per- 
haps we should give more thought to measures that will reduce the con- 
centration in the steel industry. 

Mr. Dixon. That is long range, Doctor. 

Mr. Macuuvp. That is long range. 

Mr. Dixon. We are talking about short range now. 

Mr. Macnuvpr. I don’t think it is wise to institute a short-range 
makeshift which in the long run will haunt you. 

Mr. Buatr. Even if the price of steel does have the trigger effect 
upon the whole economy that Dr. Means holds it does ? 

Mr. Macuuvupr. The price of steel labor has the same trigger effect 
because, if the steel wages go up, do you really think that all other 
workers in the United States will be satisfied with the wages they now 
have? This has exactly the same trigger effect. Moreover, even if it 
didn’t have, there would still be the fact then that the unemployment 
rising in consequence of the steel workers’ wage boosts would induce 
inflation because of the necessity of finding jobs for them. 

Mr. Buarr. You acknowledge the impossibility of meeting the im- 
mediate problem through the application of the antitrust ap- 
proach—— 

Mr. Macuuvp. I do. 

Mr. Buatr. Which is long range. Are you thus in effect saying you 
hope the heads of the union and the companies will exercise tolerant 
Christian forbearance ? 

Mr. Macuuvr. I don’t believe they will. 

Mr. Buair. That is my question. 

Mr. Macuuvp. I still believe that one should never try to solve 
| peer that are likely to stay with us through means that are help- 

ul only a couple of years. 

Mr. Drxon. Aren’t we talking Doctor, about perhaps a 2 percent 
difference? Say productivity increases 4 percent in steel and the 
national level is 2 percent. If I understand you, you say that the steel 
union should have no more than 2 percent. 

Mr. Macuuvp. That is right. 

Mr. Dixon. In other words, we are talking about a 2 percent dif- 
ference, aren’t we ? 

Mr. Macuuivr. You know that the extra 2 percent that you give the 
steel laborers spills over and means 4 percent for many more end thus 
means a general inflation. It is not just a 2-percent difference. 

Mr. Dixon. Would you hope then that the steel union would be 
content with a 2 percent increase on condition that prices would not 
be raised ? 

Mr. Macutvp. I wonder. I donot know. But I promised to spend 
no more than 5 minutes on this topic, and I hope I have not exceeded 
my time. 

Senator Carron. You have been very helpful. 

Mr. Bouron-Smirn. Mr. Chairman, in view of what he said, may 
i ask him to comment on one paragraph of Mr. Woodlief Thomas’ 

etter? 

Senator Carroiy. We would be very happy to have him comment. 
The question is how long it will take. Go ahead and put your question. 

Mr. Bo.ron-Smiru. lay this be put in the record ? 

Mr. Drxon. It isin the record. 
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Mr. Borron-Smitn. May he write a letter, if he wants to comment? 
It is Mr. Woodlief Thomas’ letter in the Washington Post. He is the 
economic adviser to the Federal Reserve Board. That is all I have 
tosay now. 

Senator Carrotu. If you want to put this question quickly, you 
may doso. Do you want to put that question quickly to him? 

Mr. Bouron-Smrru. Would you care to comment? 

Mr. Macu up. I saw Mr. Woodlief Thomas’ letter to the editor this 
morning. I have read his communication and agree with it almost 
100 percent. The problem is correctly seen and correctly described by 
him. The only question on which we might disagree is what to do 
about it. Whether we really should move in with OPA methods or 
what else we do about it, that is the question. 

Senator Carrotu. Senator Kefauver on other occasions has talked 
about a different approach, as I understand. We call it, among law- 
yers, the jawbone approach. Would there be any reason for the Presi- 
dent—I don’t know if he has this authority—to issue an Executive 
order encouraging industry and labor groups to come together and 
agree to hold the line for a year, say in both steel management and 
labor, or whatever the concentrated industry is? Would there be 
any harm if they do take this voluntary action ? 

Mr. Macuivr. That would be fine. 

Senator Carroiu. Doesn’t that make some sense at a critical period? 

Mr. Macuuup. It does. I agree it does. 

Senator Krerauver. Mr. Chairman, I have enjoyed this colloquy 
very much. As you say, we all have differences of opinion and dif- 
ferent viewpoints. I think it should be pointed out in this connection 
that steel companies and certain other concentrated companies have 
been setting aside from their profits before taxes a substantial amount 
for modernization of their machinery and their plant. That is all 
for the good. Then, after taxes, they have still been able to earn a 
very good profit, and that is good,‘too. So what we are thinking 
about, what we have in mind here, is that everybody make a small 
concession. Labor could make some concession, steel could make some 
concession, even if it has to come out of profits, in order to try at least 
to halt for the time being this difficult inflation we have and which 
is going to lead to price and wage controls unless something is done 
about it. 

Increasingly important also is the fact that in the foreign markets, 
with inflation here, we are pricing ourselves out of that market in 
many areas. So that perhaps this is an expedient, but I don’t know 
of any better expedient at the present time. 

Perhaps Senator Carroll’s suggestion for an Executive order similar 
to what I think we had in 1940 before OPA became law. It is along 
the same line. Perhaps that would be a better idea. 

Mr. Macuuvr. It might be, and I really am baffled, as we all are, 
as to what would be the best way. But I merely wanted to warn 
lest this theory gets accepted that workers should have the benefit 
of the productivity advance in their own industry. This was my main 
concern because, if that theory is accepted, it may mean the end of 
our economic system. If you stress that the whole proposal, as you 
now have done, is just a makeshift for a year or two, just to prevent 


the next round of inflation, that might be different. In this case the 
harm might not be so serious. 
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Senator Carroti. What you are suggesting is that you would be 
in favor of some voluntary cooperative action at this time? 

Mr. Macuuvp. I would. 

Senator Carroti. What your fear is is that in the desire to mold 
something, they may set a cement that will fix the situation rigidly 
and that is what you are opposed to. 

Mr. Macuuvpr. Correct. Very correct, sir. 

Senator Carron. Thank you. We appreciate so much your coming 
here. 

Mr. Macuuvur. Thank you. Thank you for your patience. 

Senator Carroiu. Our next witness is Mr. Theodore K. Quinn. Mr. 
Quinn approaches this problem with a background of many years’ 
experience as a practical businessman. From 1912 to 1936 Mr. Quinn 

yas connected with the General Electric Corp. At one time he was 
chairman of the General Electric sales committee, chairman of the 
General Electric Contracts Corp., vice chairman of the General Elec- 
tric Supply Corp., and operating head of its appliance business. 

Since leaving General Electric he has been president of Maxim, 
Inec., a national advertising agency. During the war he was Director 
General of the War Production Drive in Washington and he now 
heads his own management firm. 

At the same time Mr. Quinn in recent years has written several 
books and other publications in which he is quite critical of what he 

‘alls giant business, principally on the ground that huge enterprises 
are often so large that they become inefficient. He is also disturbed 
by the threat they pose to free democratic institutions. 

A list of his publications is attached and will be made a part of 
the record. 

(The list referred to may be found on page 5171.) 

Senator Carrouu. In view of his background and his interest, it was 
thought that Mr. Quinn would be able to make a most useful con- 
tribution to a fuller understanding of the difficult problem now facing 
the subcommittee. 

Senator Kerauver. Mr. Chairman, I also want to express my ap- 
preciation to Mr. Quinn for coming and testifying before the — 
committee, 


STATEMENT OF THEODORE K. QUINN, ROXBURY, CONN. 


Mr. Quinn. Mr. Chairman and members of the committee, T have 
previously appeared before you and am identified in the record. I 
am glad to be here again, trusting that I may be able to contribute 
something to your further studies. Excepting only the defense pro- 
gram, no more vital work is being undertaken by the Congress. For 
what shall it profit us to win freedom from the forces without, if we 
are to lose it to powerful economic forces within the country. 

Going directly to the heart of the subject matter, an administered 
price is a privately controlled price. It is controlled by the implied 
threat of the biggest capital company in a given industry to under- 
sell any competitor who does not line up with the prices it establishes. 
This is not a theory but a practical fact within my own business ex- 
perience which I should be glad upon request to illustrate with prac- 
tical examples. 
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Neither Ford nor Chrysler will undersell General Motors as your 
records now reveal. Westinghouse will not sell lamp bulbs, for ex- 
ample, at lower prices than General Electric, nor will Bethlehem 
undersell United States Steel or Texaco undersell Standard Oil. Why 
should any big competitor in a substantially allocated market cut 
prices when he has nothing to gain thereby and so much to lose? In- 
deed, why not increase them so long as the public interest is a sec- 
ondary consideration ? 

We are being continually reminded of the evils of price controls and 
how repugnant they are to the principles of free enterprise. ‘They 
are indeed. But the unhappy truth 1s that prices in many of our 
basic industries—you have the records—are controlled by the indirect 
administered price method. ‘The active issue is not whether we should 
have price controls. In this connection, that is a false premise which 
gains no sanctity by White House repetition. The real question here 
is whether or not prices should continue to be controlled by big, private 
interests or by public authorities. And it is the imprudent practices 
of these interests that have raised the question. One may be opposed 
to all price controls and have raised the question. One may be op- 
posed to all price controls and still prefer public to private authorities 
as the lesser of two evils. 

Government deficits and high prices are directly related. The more 
wealth taken away from American consumers, particularly wage 
earners, by the artificially high prices of General Motors, Jersey 
Standard, General Electric and the others, the greater the need for the 
Government to spend on farm and urban welfare measures in behalf 
of a public made correspondingly poorer, to make up for the de- 
ficiencies. And the more the Government is required to spend, the 
greater its obligations to be met by borrowings and bond issues that 
increase the supply of money in relation to goods, which automatically 
spurs inflation. ° 

During all the years of my association with the General Electric 
Co. in official capacities, we were never the lowest cost producer of 
anything, except where we were the only producer or had bought 
out a smaller, creative company. Although we had effectively admin- 
istered prices during the depression of the thirties we undertook, in 
collaboration with competitors, to increase the waning demand by 
decreasing prices as much as possible, gambling that a stimulated 
demand would sufficiently increase sales so as to yield profits. This 
was standard American business practice and good economics for a 
hundred years and more. 

The new and unprecedented development in the late recession was 
that whole industries, such as steel and automobiles, felt so confident 
of their control and so indifferent to the public interest that they actu- 
ally increased prices in the face of falling demand. It amounted 
to a declaration for profits first, regardless of considerations of em- 
ployment, the full use of productive capacity or the economic health 
of the country. These industries said, in effect, “Whatever happens 
to sales volume and whether or not millions are left unemployed, our 
primary interest is in profits. We will take little or no business risk; 
our margin of profits must be secure even though we operate at little 
more than half capacity.” The old, proven way was to fight depres- 
sion with lower prices, straining to maintain maximum employment 
and full capacity while taking calculated risks on the profit outcome. 
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In the administered price industries, or at least a number of them, all 
this has been changed. 

Now we are faced with new problems. Shall we endure high prices, 
reduced public welfare and some unemployment, together with an 
unsatisfactory defense program, and balance the budget regardless, on 
the one hand; or on the other, is the public to be served with lower 
prices that yield somewhat lower profits to big business in particular, 
provide for full employment and the full use of our productive plant, 
for welfare and protective measures, education, schools, roads, air- 
fields, etc., and a growing economy with enough income to pay the 
increasing expenses? Russian competition appears to leave us with 
little choice. An expanding dynamic economy cannot very well be 
fitted into any straitjacket of reaction. Spending is never a one- 
way street or an unmixed evil. Every achievement begins with an 
expenditure of effort or means of some kind. To put it in the ver- 
nacular, you’ve got to give before you get. 

Profits and prices are related to dollar costs of production, and 
the greater the volume in dollars of costs and sales, the greater the 
profit dollars. It is actually to the advantage of producers to have 
labor and material costs increase so long as they do not lose volume 
to competitors or through a reduced total nalts The protests of 
employers, less concerned with the whole economy and inflation 
against wage increases, are often window dressing when they can add 
them to costs and apply the same percentage of profit margin, as for 
example, General Motors does. Only the public suffers and the 


public is not represented in the management and labor negotiations. 
It is an intolerable situation which nevertheless prevails, 

Any giant corporation with a myriad of products to sell under one 
or a few brand names is in position to keep thoses names before the 
public to the extent that, by comparison, competing brand names are 
almost unknown. For example again, General Electric and some- 


times Westinghouse and RCA-Whirlpool are the only major ap- 
pliance manufacturers that can afford to do a continuing, effective 
Job on costly and highly influential television advertising. Regardless 
of the quality of their products, so long as they are at all acceptable, 
these companies are bound eventually to kill off competitors unless 
the competitors merge into more formidable opponents. We are dis- 
covering belatedly that the controlling factor in a capitalistic society 
is capital. There are many electrical home appliances of superior 
quality made by other manufacturers that do not have anything like 
an equal chance because they are relatively unknown to all but a few 
people who subscribe to the impartial, factfinding, nonprofit publica- 
tion, Consumer Reports, for authentic information. 

When the mass of buyers make their purchases they simply repeat 
the names they see and hear on television or in other advertisements. 
The advantage, therefore, is all with General Electric and the other 
giants in proportion to their promotional expenditures. They are 
able under these conditions to charge higher prices. Here again then, 
sae have another example of size and power, not efficiency, supporting 
inflation. 

It is often argued that the profits accruing to big corporations as a 
result of their high prices are productive from the standpoint of the 
national economy because they create useful capital and are socially 
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constructive. Unfortunately, this is only partly true. To the extent 
that profits are retained by these corporations, they may serve only to 
further entrench their domination and discourage new competitors. 
Profits which are distributed to stockholders go mainly to institu- 
tions, trusts, and people who do not need the money for current living 
expenses. ‘These dividends are largely reinvested in other stocks or 
bonds and often serve no more constructive purpose than to bid up 
the market prices, boosting price levels. When the total invested 
capital in plant capacity and production overbalances consumer pur- 
chasing power, as has often happened, we run into depression. 

By the way, this statement was written 3 weeks ago, and I have been 
immensely pleased to see and witness the general awakening the coun- 
try over to this question which I now come to. I really think we are 
beginning to get somewhere. 

Mr. Gardiner Means has pictured for you and proven convincingly 
the new type of administered price inflation in contrast to the refla- 
tion which accompanies the recovery from a serious depression. He 
has shown that the inflation of the past 5 years could almost literally 
be called a steel-price inflation. Now, as Emerson somewhere re- 
marks, there are those who would undertake to dispute the law of 
gravitation if there was something to be gained by it. Mr. Blough, 
chairman of the board of United States Steel, attempted in 1957-58 
to justify $6 of an $11 per ton price increase by relating it to costs 
per man-hour instead of costs per ton on which price increases are 
actually based. He erroneously charged the whole increase to the 
wage-rate increases and carried his case to the country in speeches and 
articles, going so far as to “malign [this] committee with misrepre- 
sentations and distortions,” according te the chairman of the commit- 
tee. The Reader’s Digest carried one of Mr. Blough’s self-serving 
articles without ever attempting to tell the other side of the story. 
Later, the Economic Club of Detroit.listened approvingly to a speech 
by Mr. Blough on September 15, 1958, criticizing this committee and 
its chairman but declined time to Senator Kefauver to be heard in 
defense until 6 months later, and then raised questions of propriety 
concerning any reply at all to the distinguished Mr. Blough. 

Since that time the abnormal increase in United States Steel profits 
has spoken all too eloquently, in strange and marked contrast to the 
corporation’s representations concerning the dire effects of the wage 
increases. And we cannot forget that the officials and directors of 
United States Steel are among the elite in American business, which 
to me is a matter of grave concern. 

Senator Kerauver. You have referred to me, Mr. Quinn, in con- 
nection with the Economic Club of Detroit. I assumed that after 
Mr. Blough made his speech at the Economie Club of Detroit, they 
would give me equal time. But as you state here, even though I wired 
them immediately, they did not agree even 6 months later to a speech 
by me. When, as is usually the case, Mr. Blough makes a speech of 
that sort, he sends copies to legislators and to people all over the 
country. I suggested to Mr. Blough that he send my reply along with 
his statement but he didn’t take very eagerly to that idea. By that 
time, the Purchasing News had printed his speech and my reply. 

Mr. Chairman, I ask that Mr. Blough’s speech and my reply be 
put in this record. 
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Senator Carrot. I think it is very important. Without objection, 
so ordered. 

(The material referred to may be found on p. 5152.) 

Mr. Quinn. Through methods like these the American public has 
been misled and our modern folklore includes the fallacious notion 
that big business, particularly the billionaire corporations, should or 
must be tolerated, because they are efficient, and that except for them 
prices would be higher than they are now. It happens that in the 
administered price industries the opposite is the truth and that except 
for these giants, the indications are that prices would be lower. 

Almost all of our biggest corporations, those which gross assets 
in excess of a billion dollars, have passed the point of optimum ef- 
ficiency and their positions depend now more on power than efficiency 
by any definition. They are the companies involved in administered 
prices which are invariably higher. ‘There is scarcely anything they 
produce that could not be as well or better made and sold at lower 
prices by smaller companies. For what reliable evidence we have 
indicates that it is the medium-size companies which are most efficient. 

The folklore requires us to believe that the present structure of 
American industry was inevitable, just as the ancient lords spread the 
doctrine that some men were born to be masters and others slaves. 
“It’s ordained,” they said—the last resort when reason and good judg- 
ment did not support their position. Actually, our industrial struc- 
ture is of our own making and we are allowing a few of the giants to 
collectivize it. The failure of our antitrust prosecutions and lenient 
tax laws that do not distinguish between moderate and huge corporate 
profits encourage mergers and combines. United States Steel is a 
combination of over a hundred formerly independent companies, 
General Motors of more than 50, General Electric of over 80, ete. 

Public relations artifices have identified the remarkable progress 
of the past few decades with the Big Business system in such a way as 
to make it appear that the giant corporations are the cause of the 
progress rather than the result of it. A moment’s reflection should 
convince anyone that the mergers and combinations continuing right 
now have as often followed progress as they have preceded it. 

Advertising pressure has also led many Americans to believe that 
the important. inventions have come from giant laboratories and that 
they are the real hope for future innovations and discoveries. One of 
them broadcasts the slogan, sold to it by an advertising agency that 
would as soon have sold it elsewhere, “Progress is our most important 
product.” This, in an industry that includes close to 40 electrical 
appliances, lamps, clocks, refrigerators, ranges, freezers, air-condi- 
tioning units, grills, irons, radio and TV sets, motors, washing ma- 
chines, vacuum cleaners, shavers, and we could go on with the rest of 
the list, no one of which—not one—was ever invented or originally 
created by the advertiser or any other giant corporation. 

Senator Kerauver. Would you mind telling us which company 
that is? 

Mr. Quinn. It is General Electric. 

Senator Krrauver. You are speaking from personal knowledge? 
_ Mr. Quinn. Yes, sir. You mean on this item. As to the slogan, it 
Is On once a week, Senator, on television. I am sure a more ardent 
TV fan than you are would recognize it. 
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Senator Kerauver. I am talking particularly about the remark, “no 
one of which was ever invented,” and so forth. 

Mr. Quinn. Yes. I can give you the story on most of them if you 

ick one out. I have made the statement for years hoping that some- 
ioedy would challenge it so that we could-—— 

Senator Kerauver. How about refrigerators? 

Mr. Quinn. The statement hasn’t been challenged. What happens 
is that a small company creates a vacuum cleaner, a washing machine, 
a clock, or something else and then the big outfit buys it out. That 
is the record right along the line. 

Senator Kerauver. You played a big role in the original General 
Electric refrigerator with the coil on top of the box, didn’t you? 

Mr. Quinn. Yes. 

Senator Kerauver. Was that a General Electric product? 

Mr. Quinn. Yes, but not an original invention. The idea of a sealed 
compressor was conceived by a French monk, the Abbé Auideffern, 
and General Electric took a license to make it over here in its commer- 
cial design, and then adapted the invention to a domestic machine. 
But the creative part, the research, the original invention was from 
a lonesome French monk, strange as it may seem. If you take any 
of these things that I have any familiarity with, they start with some- 
thing like James Watt sitting in his mother’s kitchen watching the 
kettle steam up. Inventions come from individuality. 

They come from the soul and spirit of the individual man. And 
that is one of the reasons we can afford to renew our faith in democ- 
nf and why, given time, we don’t need to worry about Russia if we 
will keep these avenues open and make it possible for the creative 
individual to work his wonders and to go his sometimes crazy way, 
as it seems to those who are entrenched in firm and strong positions. 

Yes. My answer to your question—— 

Senator Keravver. I suppose one of our most remarkable inven- 
tions is the so-called Sidewinder rocket or missile which homes onto 
the exhaust from a jet. You know the story of that, don’t you? 

Mr. Quinn. [have read just cursorily of it. 

Senator Kerauver. It was developed by just two individuals work- 
ing together, wasn’t it ? 

Mr. Quinn. I am not familiar with the source of that invention, 
Senator, but I would be delighted to take almost anything you can 
mention and trace it down to its beginning. It comes from—it has 
got to come out of the mind of an individual. People don’t think 
collectively about these things. I may have an idea and take it to you 
and you may have an idea in regard to it, but the big formidable 
research laboratory is just show window stuff from my viewpoint. 

There are several good books on this subject. I read in one of your 
reports of a book tracing these inventions back to their original 
source. There are several good books that tell you just what I have 
said here. The collectivization of industry and the trend toward these 
big concentrations disturb me from the standpoint for the future. 

Senator Carroti. As a matter of fact, our own Government — 
is appropriating millions of dollars in the field of basic research, whic 
nobody can really define, just to let these individuals explore in the 
universities and their own little laboratories in different ways. 

Mr. Quinn. Wonderful. That is where inventions come from. 
Isn’t that where penicillin came from, the antibiotics and the polio 
vaccine ¢ 
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I submit creative invention is bound to come from there. There isn’t 
any other source. I don’t mean that a big corporation can’t come to 
you and say there are things that they have developed, and, of course, 
they have. But today with their predominance the country over, there 
is relatively too little outside laboratory work being done. The big 
ones have got to come up with something. Considering the dollars 
and the devotion they have, they will accidentally run into it. But 
our real help is in the countless small sources. 

All of these appliances, like practically all of the world’s inven- 
tions, came from individuals, who had no advertising appropriations, 
slogans, or TV programs. The record of the giant corporations is 
one of moving in after the fact and reaping harvests from the seeds 
sown by others. 

There is, to be sure, an optimum point of production efficiency— 
that is, lowest cost in relation to investment for given quality—in the 
production of every product. It runs into greater volume in com- 
plicated articles such as automobiles and sometimes into large quan- 
tities as in the case of metal cans, but it is quite small in toolmaking, 
to use an opposite, extreme example. There is no rule of thumb and 
bigness is never efficient per se. On the contrary, beyond a certain 
point the opposite is likely to be true. 

Unfortunately, efficiency in our folklore is dangerously confused 
with power. Few, if any, of the present 70 billionaire corporations 
need to be as big as they are for any reason of efficiency. Most of 
them have separable divisions and departments not related to any 
single product where it might be possible through the division of la- 
bor to operate more efficiently. 

General Motors, the world’s largest manufacturing corporation, 
like most of the other giants, is huge because it combines dozens of 
formerly independent companies. Its production of Cadillacs does 
not make more eflicient its production of Chevrolets, Buicks, Ponti- 
acs, Oldsmobiles, et cetera. It does not need also to be in the home ap- 
pliance business, the busline business, diesel engine business, insurance, 
finance, et cetera, not for any reason of efficiency. Nor do General 
Electric, Du Pont, Jersey Standard, United States Steel, et cetera, 
need to be so big. Even so well informed, able, and public spirited 
aman as Walter Reuther has opposed decentralization of General 
Motors on the ground that there are “technological” advantages in its 
size. 

I have taken that up with Walter Reuther and tried to get him to 
tell me, please, exactly what technological advantages there were, and 
hever with any satisfaction. 

_ Senator Kerauver. You mean you did not take it up with any sat- 
isfaction, or did not get any satisfactory answer ? 

Mr. Quinn. I got no satisfactory answer. 

As one who has in his system the oil and metal of scores of fac- 
tories and the ink from hundreds—I am being modest now; I might 
have said thousands—thousands: of cost sheets and financial state- 
ments, I can assure you that the manufacture of diesel engines, wash- 
ing machines, electric motors, automobiles, home lighting plants, et 
cetera, have little in common. There are no appreciable “technologi- 
cal” savings in combining them in a single corporation. I am refer- 
ing now to labor, material, and factory overhead. I can only guess 
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that Mr. Reuther fears the logic of decentralization might sometime 
be used against the size of his union. 

Managerial, home office overhead is another matter. Certain types 
of industries lend themselves more readily to big, central manage- 
ment. Britain found it unwise to socialize those industries with in- 
herently high administrative costs where great detail requires indi- 
vidual attention. Of course, a selection of big dollar-priced articles 
means lower managerial overhead costs measured in percent of the 
greater dollars. Railroads, banking, and coal mines were apparent! 
economically socialized, for a while at least, in Britain where retail 
stores were not. Here we have a secret and explanation of General 
Motor’s profit success and vaunted efficiency. The corporation has 
made an adroit selection of big units—automobiles, buses, earth-moving 
machines, refrigerators, big gas and diesel engines, and so forth. 
But this is exploiting the American system. It’s not supporting it. 

(At this point in the proceedings, Senator Carroll left the hearing 
room.) 

Mr. Quinn. If efficiency means lower costs regardless of any other 
considerations it may be that the Soviet system is more efficient than 
ours. The element of compulsion in place of our system of consent 
also lends a kind of efficiency, if you like it. From the managerial 
cost standpoint alone General Motors, General Electric, United States 
Steel, Jersey Standard, and Du Pont could be combined into one cor- 
poration. But it would obviously mean even less individually, less 
initiative and freedom, greater suffocation and socialization. By the 
same token, these separate giants, by absorbing, merging, and com- 
bining hundreds of other indepndent companies have already crushed 
and take a lot of creative steam, freedom, initiative, individuality, 
and hope out of what was once a system of genuine free enterprise, 
the system that the previous witness seemed to me to assume as pre- 
vailing today. 

Senator Keravuver. You do not think it is prevailing today ? 

Mr. Quinn. No, sir. I think our struggle, Senator, comes from the 
fact that we are emerging, growing out of a struggle of absolute free 
enterprise into a regulated system. That is why all these questions 
are arising. If we had absolute free enterprise and it was a system 
of just dog eat dog down to the last nickel, we would accept it and 
there would be no argument except that the little fellow would be 
eliminated. 

But most of these questions arise from the fact that we are in a 
transition from one kind of economy to another one, and we are loath 
to accept it. We don’t like to have to face the difficulties which we 
must face to meet the new conditions. 

Senator Krerauver. Many people say “free enterprise,” and you 
say “free enterprise” here. What we really want and what we used 
to have and what we hope to get back is free competitive enterprise. 

Mr. Quinn. Yes. 

Senator Krrauver. The competitive part is an important part of 
free enterprise. 

Mr. Quinn. Yes. But I think even competition won’t work any 
more, Senator, because when you have great big powerful units such 
as Jersey Standard and United States Steel and General Motors, a 
system of absolute free competition would give them predominance 
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over everything. So you have to decide. The economy must be taken 
in hand somewhere along the line. The small farms and small busi- 
nesses will disappear if that is what we want to happen. But we 
nevertheless are left with a choice, if you please, of deciding what 
kind of a country we want to live in, whether we want to live in a 
Chinese Communist commune, organized agricultural system. You 
can have it. And I daresay we will get there unless we grapple with 
the problem and face the conditions we have to face today. 

All right, sir; you continue. 

Mr. Quinn. Because the economies of mass production require a 
certain optimum size, it does not follow that conglomerate combina- 
tions and supergiantism are either desirable or inevitable. Neither 
the economic nor the social overall value of any corporation can ever 
be determined entirely by its profit results. Society must know where 
its activities are leading us, although this consideration has been al- 
most entirely neglected. The corporations that raised prices during 


‘ the late recession are not the most admirable candidates for greater 


trust. We could have more faith in them if they had some degree of 
internal democratic control. Their performance might then be less 
suspect. Our corporations are run without democratic sanction from 
the top down, like Russia. Democracy proceeds in the opposite way— 
from the bottom up. What we have is a kind of divided nation of big 
autocratic units—economic governments—inside of a democratic 
society. 

And now we come to the question of what we want to do about it. 

Senator Kerauver. That is always an important question. 

Mr. Quinn. The most important part of it. The greatest boon to 
new and small business and creative enterprise in America would be 
the deliberate and careful decentralization of the unnecessarily huge 
corporations into truly economic as distinguished from power units, 

The problem should be tackled on all fronts. I should accept the 
suggestion that standards be set up for big collective enterprises, 
strengthening those self-interests of corporate management which 
also serve the public interest and weakening the others. Something 
constructive might be accomplished by new, inside incentives, rules 
and customs. While I am afraid that reform would come too late, if 
ever, I should nevertheless try it while other more effective means were 
being taken. 

The proposed new Department of the Consumer in the President’s 
Cabinet is a good idea. So is the move to require notice of price in- 
creases in advance from the big, basic industries. 

The President then, may I say, perhaps would not be obliged to say, 
as he did yesterday, that he hadn’t heard about the question of steel- 
administered prices. 

Senator Keravuver. Mr. Quinn, I want to thank you for your en- 
dorsement of a Department of the Consumer. I want to say that it 
is a difficult bill to draft. We have had several conferences and dis- 
cussions about it, but it is finally on its way. I will have the privilege 
of presenting it to the Congress in the next few days. 

It should receive careful consideration. 

Mr. Quinn. Yes. I should think the very point that I make, that 
the President said yesterday he didn’t know of the development con- 
cerning the steel price increases and their effect on inflation, that 
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he hadn’t heard of it, presumably that would be one of the things that 
such an officer in the Cabinet could bring to his attention. 

Senator Harr. Our silence ought not to be construed as implying 
that we agree that there is no such responsibility in the Cabinet, even 
without this office. 

Mr. Quinn. Well, if so, it is a responsibility so far inadequately 
discharged. 

Senator Hart. I would agree. 

Mr. Quinn. I should reject any dependence on the hopeful develop- 
ment of a social conscience by giant corporations. Now, I have lived 
with giant corporations. Americans must not be expected—— 

Senator Krerauver. You say you have lived with them? 

Mr. Quinn. Yes. 

Senator Krerauver. You have had an opportunity of examining 
their social conscience ? 

Mr. Quinn. Yes, sir. 

Senator Keravver. What do you think of their social conscience? 

Mr. Quinn. I discuss that in the next paragraph. 

Senator Krrauver. You go ahead, sir. 

Mr. Quinn. Americans must not be expected to accept in settle- 
ment, as a charitable gratuity from the powerful, a measure of for- 
bearance paternally given by kind and gentlemanly officials. Eco- 
nomic nil moral questions should not be confused in this way. Busi- 
nessmen read the moral admonitions with wry smiles. Morality is not 
their primary business. They do not necessarily know what is in the 
public interest. They are out after the most in profits and that means 

rices as high as they can successfully charge—prices that are often 
inflationary, as we have lately seen, all too clearly. We must not expect 
human beings to act voluntarily against their own interests even 
though now and then some saint does so. 

I don't know whether that adequately answers the question you 
raised, Senator, but individual human beings within corporations are 
like individual human beings everywhere else. They have their own 
conscience with respect to their own lives, but as far as a collective 
conscience, as for the impersonal corporation having a conscience, 
there just isn’t any such thing. 

Senator Keravver. In that connection, I remember Mr. Harlow 
Curtice. He seemed to be a genteel and thoughtful man, and I am 
sure he is a charitable man, a good man. He was president of Gen- 
eral Motors. He told here that, as you said in the first part of your 
statement, when General Motors started to determine a price—and 
this is regardless of the condition of the country—the first thing they 
did was to put down that they wanted a 15 to 20 percent profit after 
taxes, usually 20 percent, and to that 20 percent they added material 
costs, labor costs, overhead costs, and so forth and so on, and then 
came up with the price. 

Has that been your experience of what usually happens in most of 
these giant corporations? 

Mr. Quinn. Yes. Wherever you can, you begin with your profit. 
I would do it as a matter of business if I were in a position to do it. 
But you are not in a position to do it until you are a General Motors 
or a Jersey Standard or a General Electric or some of the other giants. 
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On any line where you can do it, on that quotation that was made to 
the TVA, on that kind of a quotation, General Electric put its profit 
in first, or certainly at the same time. It would, because it has no 
competition there except Westinghouse until the foreign—I think some 
British company came in quoted about half the General Electric price 
for the same thing. 

Senator Kerauver. While you are on that subject, the competition. 
in that case was between Westinghouse and General Electric on turbo- 
generators for the TVA. TVA made a 20 percent differential on the 
difference in wages, whereas 12 percent is all that is required, even in 
a labor-shortage area. Yet the bid by Westinghouse and General 
Electric were just about the same. The British bid, even after the 
tariff and so forth, was lower than the Westinghouse and General 
Electric bids. What kind of competition exists between these com- 
panies ? 

Mr. Quinn. Well, that was in a turbogenerator. Now, in the gen- 
erator business as between General Electric and Westinghouse, if you 
would take the figures back over many years, you would find that there 
is some proportionate distribution between them. If Westinghouse 
wasn’t getting any generator business, then the next bid on an im- 
portant job would be lower for Westinghouse and they would get 
it, or General Electric would bid higher because, you see, it doesn’t 
need to be done by illegal design. It is just done by intelligence. 
You know Westinghouse is there, if you are a General Electric man. 
They have a plant. And Westinghouse knows the same with respect 
to General Electric. Neither one of them is going to let the other 
one go out of business. They just don’t do it. 

Whether the price is administered or however you put it, or 
whether there is any such collusion as would violate the antitrust 
laws, that is where the antitrust laws miss, you know. ‘They are so 
specific and they are worded in such a way, whereas the agreement is 
made or the understanding can be reached just because intelligent 
people deal with each other—deal with each other in an understand- 
ing way. Most of our lives are spent that way. You don’t always 
need binding agreements. 

The things we don’t do, the things we don’t say under certain cir- 
cumstances make our civilization. It prevails in industry and busi- 
ness, 

Senator Kerauver. You mean that on one turbogenerator, General 
Electric would bid a little lower, and on the next one, Westinghouse 
would bid a little lower ? 

Mr. Quinn. That is right. If their proportion of business were 
running out of kilter. 

Senator Kerauver. Then you don’t think there is any real compe- 
tition in the turbogenerator field ? 

Mr. Quinn. No, not in the sense in which we now mean it; no. 

Senator Kerauver. Not in the price sense. 

Mr. Quinn. No. 

Senator Kerauver. Isn’t there an old saying that Westinghouse is 
me policeman that keeps General Electric out of jail, or something of 

t sort ? 


Mr. Quinn. I have heard that, but I think General Electric serves 
& similar responsibility with respect to Westinghouse. 

Senator Kerauver. The record is that turbogenerator prices have 
gone up 50 percent in Westinghouse and General Electric since 1951. 





4984 ADMINISTERED PRICES 


The wholesale price of all commodities has increased about 5 percent. 
In appliances, where General Electric and Westinghouse actually 
compete, there has been no increase at all. Is that correct? 

Mr. Quinn. That is correct. 

Senator Krerauver. How do you account for that? What do you 
think that means? 

Mr. Quinn. Well, you have got enough manufacturers in the ap- 
pliance business and enough producers so that it hasn’t been practical 
for them to get together. Now, take refrigerators. The largest one 
of the major appliances. I organized that business for the General 
Electric Co. and the big companies had an understanding, without in 
any way being vulnerable from the standpoint of antitrust laws, that 
we each had a certain proportion of the business, and so long as we 
had that proportion, we were content with it and we wouldn’t under- 
sell each other. There was nothing to be gained by it. And you 
have, I daresay, the same situation today with respect to the gen- 
erators. There will be no disturbance of the proportion of the busi- 
ness between them except to see that they both live and let live. 

Senator Keravuver. Considering the profit picture of General Elec- 
tric and Westinghouse, considering that 20 percent. was allowed for 
wage differentials, considering the tariff an English company would 
have to pay, considering the fact of a small increase in appliances 
where there is competition, is there any reason why General Electric 
and Westinghouse couldn’t bid competitively and successfully on 
these turbo generators? 

Mr. Quinn. Well, of course, yes, there is a reason from their stand- 
point, because if they did, and they (id it continually—after all, this 
is just one bid in their lives—then one company that happened at that 
time, either one of the companies, to be making them at a lower cost 
or whose cost accountants, if you please, figured them differently, 
would be getting too much of the business and the other fellow 
wouldn’t be getting enough. 

Senator Keravver. I mean from the viewpoint of fair compensation 
and genuine competition. : 

Mr, Quinn. Well, you won't have competition. You have only got 
two companies. Allis-Chalmers might make a generator. I don’t 
know that they would make a turbo. But there are just two of them 
in there. 

I started to say, wih respect to appliances, and I didn’t complete 
my answer to your question, that you have here today an illustration 
of Kenneth Galbraith’s countervailing power. 

Sears, Roebuck moved into the refrigerator business and into the 
washing machine business, and they moved backward from the con- 
sumer into production. They made arrangements, and I think they 
finally bought out Walter Seegar’s refrigerator company up in Min- 
neapolis, and you have real competition between Sears, Roebuck on 
the one hand and General Electric, Westinghouse, and the others on 
the other hand. That is real. 

There are a number of other producers in the business. There are 
20 or 30 concerns making refrigerators, and it is sometimes difficult 
when you have that number to come to any kind of a = under- 
stancing. It is in that respect that I would disagree from a prac- 
tical standpoint all the way with Mr. Slichter, Sumner Slichter of 
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Harvard, who said the fewer the competitors, the greater the com- 
petition, which to me is unbelievable. It may be theoretically true, 
but it certainly is not practically true. 

Senator Kreravuver. You wrote an article, I believe, in the Progres- 
sive magazine on the TVA. 

Mr. Quinn. Yes. The inefficiency of the giants. “The Inefficient 
Giants.” 

Senator Krrauver. Without objection, we will have your article 
printed in the appendix of the record. 

(The article referred to may be found on p. 5164.) 

Senator Kerauver. All right, sir. 

Senator McCarruy. While you are talking about this matter of 
competition, could you briefly say what, if any, is the role of the 
investment banker or the big financial institution in encouraging or 
preventing competition ? 

Mr. Quinn. What was the question ? 

Senator Keravver. In a brief word, what role do investment 
bankers or financial institutions have in connection with this problem 
of encouraging or preventing competition ? 

Mr. Quinn. I should say it is to the interest of the investment 
banker to encourage stability. He wants things to be nice and quiet 
and profitable, and therefore I know of no investment banker—I 
know a few of them—in these large industries now who would be 
an advocate of any strong degree of competition. Many of them 
are directors, you know, in various companies. They cannot be in 
competing companies any more under the law, but their associations 
are in that group of directors which is an American business elite, 
and they speak the same language. 

I don’t believe generally that investment bankers would advocate 
price competition, and I think they would smile at the economics 
professors who still believe that the classical economit system prevails 
or should. 

Senator Kerauver. All right, Mr. Quinn. You may carry on. 

Mr. Quinn. I am discussing, Senator McCarthy, some solutions to 
this problem, and I have covered a number of them. I believe that we 
must tackle the problem on all fronts. 

The antitrust laws should be strengthened and much more vigor- 
ously enforced. Congress should appropriate more money for that 
purpose and the Department of Justice should proceed against the big 
offenders, less against the little ones. 

Far and away the most effective action which the Congress could 
take would be to graduate corporation income taxes, as individual in- 
comes are now taxed. Smaller gross profits should be taxed propor- 
tionately less, to encourage new enterprise, and higher profits more. 
I have elsewhere suggested an ultimate schedule that would tax gross 
profits of over $1 billion at a rate of 66 percent. 

Now, you need not take these figures, too religiously. I am simply 
proposing a schedule, and I have made it pretty steep purposely, but I 
would be much more interested in the acceptance of the principle in- 
volved. 

Corporations are currently taxed 30 percent on gross profits under 
$25,000. On all such profits in excess of $25,000 the uniform tax rate 
18 52 percent. These rates should be revised and graduated so that 
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within 5 years we would reach a tax scale approximately as follows, 
and as I say, I have got a pretty steeponehere. __ , 

Senator Kreravuver. All right. We will let this be printed in the 
record. 

Mr. Quinn. I don’t need to read that. 

(The table referred to is as follows :) 


Percent 
Cont wrebte ender $20, 000 22k. . tee ses cctnnsce dds bee gacie cessads 25 
a UN OS Na as cca nett cs hi ns nnn sm GR paar pial 40 
POI EO ROU OOO ocak art cne nap madian smn neeaab emmmam weiss gagies 45 
I EN NIN ca cee okt asin rs castes ss moneda nearness oo boas 50 
Br een C0 Bue MO oa ect ce dole cnbbbans aces dee 54 
uO Weeiiior bo Son TO hee oe hee cknde cecilia eke deed 57 
560 niillion to $100 million... 22. cces5—-anecceicwauwe wisn techn a eae ecatania 60 
eR MPUn TREE UOES GD ce OND NON NN acces deci eine 62 
RWI UUOI MDF 7 NUNN oc can na ec cemeteries msc wrens 64 
OWN E nO s  a  eee eeeee 66 


Mr. Quinn. The first year’s new schedule should be the beginning 
of an approach to this ultimate. We might never have to impose the 
highest rates as decentralization would undoubtedly begin as soon 
as the policy was adopted. And, of course, every year’s schedules 
would have to be reconciled with our revenue requirements. But just 
as we set speed limits for death-dealing automobiles, so should we 
undertake to keep the dangerous size and power of privately con- 
trolled corporations within bounds in the most effective way. Many 
objections will be raised to these proposals, which are not new, but 
few will come from those who are thinking primarily in terms of 
what is good for the country. The differences in the nature of busi- 
nesses and industries will be emphasized with some validity, but the 
principle must be recognized. We cannot continue safely to permit 
these giant corporations to proceed unchecked under the banner of 
free enterprise now being so flagrantly misused by the few to exploit 
the many. 

Your steel price illustration is only one. That happens to have 
risen dramatically to the surface, but the same thing is going on in 
a hundred other divestione: 

Finally, while we are recognizing the facts of the 20th century 
and taking the economy in hand under public instead of private 
auspices, to produce the maximum possible results under a redirected 
American system, we should also consider measures that would place 
directors on the boards of the giant corporations—those affected with 
a public interest—directors to represent the public interest, with at 
least inhibitory power. 

I had in mind here the Roman tribunes. You know, to some large 
extent our own system of government is modeled after the old Roman 
system. ‘The senators were the businessmen. Then they had the 
Roman tribune, who was elected by the people and who could attend 
the meeting and say—he had no right to interfere with the opera- 
tions—but he could say, with respect to some measure, “No, that one 
is against the public interest.” And then the senate had to appeal 
in order to overcome his objection. I think that was a pretty good 
system, and we seem to have gotten around back to where we need 
it again. 

They could be employed by and 4) so back to either the Federal 
Trade Commission or, perhaps, the Securities and Exchange Com- 
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mission. As few as 15 or 20 such directors could cover the 150 
biggest corporations, certainly the 100 biggest, and begin to estab- 
lish the standards previously mentioned. 

I would not hesitate to impose publicly ordered price controls in 
those industries now exercising administered, private controls. 

I simply do not understand the objection of those who are fearful 
that the imposition of public price controls would somehow per- 
petuate itself and who stand so anemically by and are content to 
see them privately controlled. 

Senator Kerauver. We are all hoping that they will become pri- 
vately controlled more in the public interest, Mr. Quinn. 

Mr. Quinn. No chance of it while we have the system we have, in 
my judgment, Senator. 

Senator Kerauver. The test is going to be right here in the steel 
industry, and the steel union, very soon, and we will see then what is 
going to happen. 

Mr. Quinn. Well, you already have had some indication of it in 
what has happened in the last 6 years, particularly. 

Senator Kerauver. Yes. We have had it on the bad side recently. 

Mr. Quinn. If we get enough pressure and enough public opinion 
roused, perhaps then we may stop it or delay it; but I don’t regard 
that as any permanent cure. 

Senator Krrauver. They hesitated 1 month last year. We were 
reprieved that long anyway. 

Mr. Quinn. Monopoly and oligopoly are not compatible with de- 
mocracy. This Nation cannot long endure only partially free under 
conditions of concentrated, private, economic power. But we can 
achieve a wider diffusion of productive capital and power inside our 
present system if we go about it with a will. The alternative is the 
abandonment of capitalism in favor of some other system for use 
rather than for profit. Capitalism is presently destroying itself by 
its own excesses. 

Now, I have a paragraph or two that I would like to add, if I may, 
because it grew out of something that I read in the hearings. 

Mr. Cuumeris. Mr. Chairman, could I ask him a question on his 
tax schedule ? 

Senator Kerauver. Let him finish his paragraphs there. 

Mr. Quinn. It is sometimes argued that the degree of breakup 
required to restore classical competition in big business would be 
impractical and that decentralization would be going against the 
world trend. This viewpoint, I believe, has the defect of overgen- 
eralization. Cutthroat competition among the giants of today could, 
indeed, be destructive. But this does not by any means argue for the 
opposite extreme—privately controlled, administered, and inflationary 
prices. There is a middle ground such as we have in industries other 
than those under the control of administered prices. Why may we 
not have general price conditions such as those in fuel and power, 
household durables, and chemicals—in Dr. Means’ second group, if you 
remember, the gray group—instead of the inflationary steel and allied 
product prices? 

This same argument of generalization is often used in defense of 
huge, collective corporations. I have been in many a debate in this 
subject and always I am met with the other side that says to me, “But 
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look what big business has done.” A degree of size is necessary to 
attain productive efficiency. You have got to make 400,000 automo- 
biles to get the low cost today, if you are making the Detroit type of 
automobile. The defenders artfully 

Senator Keravver. How about a Kenosha type? 

Mr. Quinn. A which? The American Motors. Well, I think Mr. 
Romney 

Senator Kerauver. They make 300,000 or 400,000 cars a year. 

Mr. Quinn. He will tell you he wants to make 300,000. I believe 
Mr. Romney thinks he would reach an optimum point of efficiency at 
around 300,000 cars. 

But, you see, that is the way they make them in this country, with 
higher labor costs, and you need expensive tools and dies. You don’t 
need to make that many Volkswagens or Austins or some of the foreign 
makes, because you don’t have this tremendous tool and die cost that 
runs into the millions, tens of millions of dollars. 

Senator Keravuver. I think Mr. Romney said that he needed to 
make 300,000 to reach his optimum efficiency. 

Mr. Quinn. Yes. Because a degree of size is necessary, the defenders 
artfully put the medium, moderate, and monster sized corporations 
into one group and they call them all big business. The National Asso- 
ciation of Manufacturers, if you please, says it represents not just 
these big units, but that it represents all these other manufacturers. 

Well, I know better than that, but that is the representation which 
it makes. However, what we should aim for, as we may be sure Russia 
does, is the maximum number of economically productive units as 


distinguished from giant corporation, collective, power units often 
embracing many kinds and types of businesses for profit purposes 
only, not profit as a reward for enterprise that begins with the intent 
primarily to —- a service. We cannot attain the goals we seek 


by business founded primarily on.greed and an aimless, hands-off 
policy of Government. We have passed that point. 

In the world competition with the Communists, we are discovering 
every day that Russia has too great an advantage in being able to speak 
with one voice for all of its industry. Russia can move swiftly to take 
an advantage of an economic weakness here, a shortage there, and a 
demand somewhere else. 

You have noticed how adroitly they are doing it. But she also has 
the tremendous and, we believe, the ultimately fatal weakness of over- 
centralization, compulsion, and the suffocation of individual initiative, 
and the human spirit that Boris Pasternak has poetically dramatized 
in his Nobel prize-winning novel, “Dr. Zhivago,” to the humiliation 
of communism. 

We must arrange to meet the Russian and presently the Chinese 
competition in an American way with sudividuelity plus organization, 
not by imitating collectivism with private corporation price controls, 
but by legal regulation by our democratic Government wherever the 
national interest is seriously affected as it has been in the recent in- 
flation for which unmistakably the steel industry and the United 
States Steel Corp. in particular, are largely responsible. 

Senator Krerauver. Thank you very much for a most challenging 
statement, Mr. Quinn. 

Senator Hart, do you have some questions ? 
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Senator Harr. I think a wholly impractical one, Mr. Chairman, but 
even assuming we could determine what the community’s best interest 
was in terms of laws, there would still be the problem of influencing 
the judgment and convincing the minds of men in high places outside 
the Government. 

Have you any suggestions, because for so long you were one of them, 
on those approaches which might be taken to management of the 
giants tl-at would convince them of the soundness of your conclusions ? 

Mr. Quinn. Well, I have been at it myself for about 15 or 16 years. 
I got out of it as a matter of conviction because I felt that we were 
heading in the wrong direction, and recent events, subsequent events, 
have seemed to confirm that early decision. 

I don’t know anything better than publicity if we could only get it. 
Unfortunately, you see, your mediums of expression, your newspapers 
and television and radio are all supported very largely, almost exclu- 
sively, by these very big capital interests, and it is their viewpoint that 
prevails, that is represented in the papers, and in what we read and 
see. But I nevertheless have faith and a still, small voice tells me that 
if we keep at it, events will require a fuller exposition of the truth. 

So I don’t know anything but publicity, and keeping everlastingly 
at it. I have been doing it, as I say, all these years. I hope that noth- 
ing I have said, by the way, will be construed as any disparagement 
of anybody in big industry as human beings. I have nothing but the 
most profound sympathy for all human beings, and that includes the 
directors and the officers of the United States Steel Corp. 

But that has nothing to do with the question of how they act in 
pursuit of the dollar under a system which requires them to act as they 
do, or they think it does. 

Senator Harr. My question was not intended to imply it, either. 

Mr. Quinn. Well, my speech in response was perhaps too much, too. 

Senator Krravuver. Anything else? 

Senator Harr. No; thank you. 

Senator Kerauver. Senator McCarthy, we are glad to have you 
with us. Do you wish to ask Mr. Quinn any questions? 

_ Senator McCarrny. Senator, I have just caught on to this hearing 
in the last few minutes. I would like to ask just a question of Mr. 
Quinn. 

This question of motivation involved in the move to increase the 
size of corporations, does this come from the desire, do you think, of 
the directors, the management, the people who really control it directly 
in an effort to set up a monopoly and thereby to make greater profit, or 
do you think that the presure of the financiers is a stronger force, on 
the whole? 

Mr. Quinn. Well, back of the chairman and the president, of 
course, is the board of directors. If it is a board of say 20, there are 
2 or 3 very influential ones who, to a great extent, can determine 
whether that president or that chairman will continue in his job, and 
they therefore are most influential. 

But the incentive is on the corporate official to make the best possi- 
ble showing he knows how to make, and he so concentrates on that aim 
and that end to the exclusion of all other considerations. That is why 
your social conscience thing and all these other things don’t affect 
him. They don’t impress him. That is not his job. His job is to make 
a profit, and the highest profit he can. 
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So I would say both. There are many corporations where the chair- 
man and the president are so strong that they are absolute rulers, 
There are others where there are a few directors, but most directors 
are just picture directors. More than half the directors on all the 
boards I know, they just come there and they don’t actively participate 
nor do they know much about the company, if anything. They couldn’t 
because they are directors of a lot of other companies. 

Senator Keravuver. I don’t think that was quite Senator McCarthy’s 
question. He asked which side the motivation came from. 

Mr. Quinn. Well, it comes from both, Senator. I tried to—— 

Senator Krrauver. From the financiers, or the management? 

Mr. Quinn. Both. 

Senator McCarruy. Yes. I was really moved to ask the question 
by your remark that the investment bankers weren’t interested in small 
corporations. 

In the rest of your testimony, you say they are not really interested 
in efficiency in production, but they are interested in financial 
manipulation. 

Mr. Quinn. That is right. 

Senator McCarruy. We have had some hearings recently in the 
Finance Committee on the insurance companies, and you get the 
impression the whole contest in the American economy today is not one 
of producing goods and services, but rather of the control over 
investments. 

Mr. Quinn. I think the insurance companies would present that 
view to you and, of course, I think you have a difference there. 

You see, unconsciously I am talking about industry, the part of 
industry with which I am familiar, and insurance companies have a 
different outlook. Theirs isa different problem. They, of course, want 
returns on their investments. 

Senator McCartny. Remember during the war President Truman 
threatened to build a steel mill? What do you think of that as a yard- 
stick for competition? We might be able to get something in addition 
to the competition which is usually reasonably effective, as in the area 
of the Tennessee Valley Authority. 

Mr. Quinn. You have a wonderful example there. 

Senator McCarrny. Do you think we ought to extend this into the 
steel industry, for example, or into some other area? 

Mr. Quinn. Senator, I am so anxious to have something done that 
I would be willing to accept almost any proposal that has any chance 
at all of success, and as you see, I have made a number of proposals 
and I wouldn’t concentrate on any one of them necessarily. Now, 
setting up a steel mill and operating it 

Senator McCarruy. I would say this would be second in line with 
your recommendation. 

Mr. Quinn. I think in my list of solutions I would put that one down 
near the end. 

Senator McCarrny. Competition first if we can do that. If not—— 

Mr. Quinn. Yes, and public control of administered prices. 

Senator McCarrny. All right. 

Mr. Quinn. Oh, yes. I have enjoyed this system of competition 
and free enterprise or free competitive enterprise as it was when I was 
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a young man, but not to realize that that condition is wholly changed 
is to go through life with blinders on. 

Senator McCarrny. Thank you, Mr. Chairman. 

Senator Kerauver. Mr. Dixon ? 

Mr. Drxon. Mr. Chairman, I don’t have any questions. I know 
Mr. Quinn is tired. I think his statement is adequate. 

Senator Keravver. Mr. Blair? f 

Mr. Buarr. Mr. Quinn, in one of your very interesting books, “Giant 
Business, Threat to Democracy” 

Mr. Quinn. I see it is very well worn, Mr. Blair. 

Mr. Buarr. It must be attributed to your popularity since this is 
a Library of Congress copy, and as you can see, many people have 
been going over what you have written. 

Mr. Quinn, on page 97 of that book you describe the outbreak of a 
rice war on refrigerators between General Electric and General 
fotors. You say that because of this sealed-unit type of construc- 

tion which the General Electric Monitor Refrigerator has that the 
Frigidaire did not have, your prices were uniformly higher. 


However, Frigidaire was never much more than 10 percent under us. When 
they announced a reduction, through a department store— 


this was in Pittsburgh— 





that made the differential as much as 20 or 25 percent, something was “rotten 
in Denmark.” 


You go on to say: 


I went to Pittsburgh, and announced a corresponding reduction. The follow- 
ing day Frigidaire prices were again reduced, and the second day following 
ours were proportionately reduced. After the third reduction in 5 days, we 
were, in effect, giving our refrigerators away, with a 10-dollar bill thrown in 


for good measure. It was only a matter of time when we would hear from 
New York. 


The call came to me in the afternoon of the 5th day, while I was sweating 
it out at the William Penn Hotel. “What’s going on there?” Gerard Swope 
wanted to kriow. 


“We're giving refrigerators away,” I said. “Now’s the time to get one cheap.” 
I told him how it had started and he told me of a meeting we were to have 
with the General Motors officials at their offices in New York the following 
week. In the meantime, all prices were to be restored to their old levels. 

Then: you go on to describe this meeting at which were present 
representatives of the Bankers Trust Co., Mr. Seward Prosser, a 
Mr. Beichler, general manager of Frigidaire; Mr. Smith, their general 
counsel ; Mr. Raskob, their finance man; Mr. Swope; and yourself. 

Mr. Quinn. And Alfred Sloan was there. 

Mr. Buatr. Yes. And Alfred Sloan. It was in Mr. Sloan’s office. 
You describe only very briefly what happened at the meeting. Per- 
haps you might want to take this opportunity to delineate the occur- 
rence a little more fully. 

Mr. Quinn. Well, it is ancient history now, Mr. Blair, but I recall 
it vividly. 

I organized the refrigerator business for General Electric Co. I 
was a young man out of the lamp department and they picked me 
for the job. General Electric had been way behind in the refriger- 
ators. Frigidaire and Kelvinator had established their positions 
along with Servel, but it was in the General Electric field, obviously 
being an electrical device, as much as anything else, and I was told 
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in the beginning, you must not undersell Frigidaire. Don’t undersell 
General Motors. You see how that is in point here, because General 
Electric, big as it is, is in no position to enter into a capital war with 
General Motors, and for that matter, we had directors in common. 
And there is where your banker comes in, Senator McCarthy. 

Senator McCarruy. I see. 

Mr. Quinn. If you have a financial interest as a banker in both 
companies, you certainly aren’t going to let them give their money 
away. So it was just a question, as I say there, of our being called in. 

Of course, this is my side of the story. You ought to really have 
here Mr. Beichler who was general manager of Frigidaire at that time 
to get the other side. I hadn’t cut the price but he had cut it under 
the differential which we were then allowing. I was running the 
General Electric refrigerator department. I wasn’t going to be pushed 
off my front porch. So I cut the price. This was indirectly through 
the department store. He again cut the price and I cut it further. I 
didn’t care. It could go down to zero. Give them away for a prize. 
I was going tomake my point. And, the point was made. 

Now a meeting then was called by the fathers. I was about 36 
years old at the time, and Beichler wasn’t much more, and we were 
scrapping. 

Mr. Cuumeris. That was 10 years ago, wasn’t it ? 

Mr. Quinn. Yes. Just about 5 or 6 years ago. [Laughter.] And 
we were having a good time, you know, scrapping it out. I don’t 
think there was much humor on the part of either one of us at the 
time. 

So then we had to come to New York and we had to make our case 
before the court, and the court, if you please, were the fathers on both 
sides, including a couple of bankers. Raskob, if you remember, was 
there and we had to make our case. Beichler did his job of condemn- 
ing me. It was in their office and he was the host, so he had the first 
voice. And then as it turned out, he accused me of doing a lot of 
things that I am sure I didn’t quite look the part of being able to do. 
I mean, if I had looked a little bit more like one of Senator McClel- 
lan’s witnesses he may have gotten away with it. But he accused 
23 of all sorts of indirections and misdemeanors, and he overstated 
nis case. 

Anyway, we discussed it back and forth and we just renewed the 
statement we made before, that, well, “whoever did it, you are friends 
now.” That was part of the idea, to get us together and shake hands 
in the presence of our bosses, you see, which is a lot different than 
shaking hands out on the street somewhere. 

So, prices were restored, got back to normal, and business went on 
as usual, and we got our percentage, Frigidaire got theirs, Kelvinator 
got theirs. 

Mr. Dixon. Mr. Quinn, if the Department of Justice had had a 
representative there, you would have all been accused of violating the 
Sherman antitrust law. 

Mr. Quinn. I daresay. I daresay we should. 

Senator Keravver. All right. 

Mr. Quinn. I think I might have pleaded ignorance. 

Senator Krravver. Mr. Chumbris, you had a question? 


Mr. Cuumenrts. I think it is getting late, Mr. Chairman. I will 
pass. 
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Senator Keravver. Mr. Peck? 

Mr. Peck. I have just two short ones I think can be asked briefly. 

Mr. Quinn, on page 11 of your statement you suggest that “the care- 
ful decentralization of the unnecessarily huge corporations into truly 
economic as distinguished from power units,” would be desirable. 
Along that line, sir, are you familiar with the proposal that Dr. Walter 
Adams made before the subcommittee 2 or 3 weeks ago? 

Mr. Quinn. I know Walter Adams very well. I don’t know—I 
am familiar with the statements but I don’t know just which one. 

Mr. Pecx. His attention was attracted to a bill which was presented 
before the Celler committee on December 1, 1949, patterned after the 
Public Utility Holding Company Act. Are you familiar with that 
proposal ¢ 

Mr. Quinn. I am certainly not sufficiently familiar to discuss it 
with you. If you will tell me what the principle is, I can—he would 
put these big units in the public utility class and apply the public 
utility regulation, is that it? 

Mr. Peck. Generally speaking, sir—and I don’t want to drag this 
out—he would propose that all companies, as soon as they necked a 


certain size, would be required to present to a Government agency 
papers and financial materials of all kinds, in order that it might 
evaluate the efficiency of that company and then determine whether or 

hal on the grounds of efficiency 


not that company should be decentra 
or lack of efficiency. 

Mr. Quinn. [like that. 

Mr. Peck. Generally speaking—— 

Mr. Quinn. I like that. 

Mr. Peck. You would support that proposition. 

Mr. Quinn. Yes, sir. 

Mr. Peck. The next and final question concerns your mention of 
dividends. 

On page 5 of your statement, sir, you suggest that the dividends 
which are paid on corporate securities for the most part go to institu- 
tions, trusts, and people who do not need the money for current living 
expenses, 

Do you agree, sir, that dividends serve to attract savings back into 
the economic stream, and therefore, serve a useful purpose ? 

Mr. Quinn. You mean the fact of dividends being paid at all. Oh, 
yes. I think any reward of any kind. 

Mr. Peck. And it is good to get these savings back into the-—— 

Mr. Quinn. For thirft, yes. I think in a capital country, in fact, 
under almost any circumstances anything you save has a permanence 
that the expense doesn’t have. I'll tell you what I had in mind there. 
If you notice, recently in the magazines General Electric is picturing— 
and this might be any other one; I don’t mean to pick on General 
Electric because they are no worse or better than any of the rest of 
them—they are picturing who owns the General Electric Co. and there 
is a picture of some appealing streetcar conductor or housewife or 
someone else who owns the company. But you see, what they never 
tell us is that all those types of people together own less than about 
15 percent of the company; 85 percent of the company—it is a matter 
of proportion—is owned by the big interests. 

Mr. Peck. Is it not true—— 
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Mr. Quinn. You havea large number of — but a small fraction; 
they may not even own 100 shares. You know what they are doing 
now. ‘They are even buying it on time in the stock exchange so that a 
man can buy—he can have $150 in something and he is a stockholder 
and they have his picture in the Saturday Eyening Post as a typical 
owner. 

Mr. Peck. Mr. Quinn, you meutioned current living expenses. Now 
in light of the fact that insurance companies, and particularly life 
insurance companies, have great holdings in corporate securities with 
which they earn money to pay insurance benefits, I presume you cer- 
tainly have no quarrel with the payment of dividends, 

Mr. Quinn. No. You see, I am only talking about the extremes. 
When it comes to big business, I am talking about the the great big 
fellow that is ruining us. I am trying to say to you that the one who 
is in position to control his price, and I measure my words when I say 
to you he is an unconscious enemy of our economy. Now that is my 
point. No,sir. I believe in the profit system; I believe in it. But you 
must have some control, some regulation of it, to keep it from running 
wild. And you have got the evidence now before you where you can— 
all who see and read, there it is. Dr. Means told you the story, we 
know what the steel people did with prices. I am only fearful that 
so much of the discussion may lead us away from what the important 
things are. After all, you know, it is a sense of proportion that 
matters in the world, not the scope of your knowledge, but where is 
the sensitive point? What is important? And that was important 
and vital. And TI hope that it will be borne down on. 

I would like to see the charts printed everywhere so that everybody 
who can understand them at least would see them, and that would be a 
very effective answer to the adminstered price problem. 

Mr. Peck. Thank you, sir. 

I have no further questions, Mr. Chairman. 

Senator Keravuver. Mr. Bolton-Smith? 

Mr. Borron-Smirn. Thank you, Mr. Chairman. 

One question, Mr. Quinn. Your mention of American Motors leads 
me to ask if you like the idea which its president, Mr. George Romney, 
suggested about encouraging a mature corporation to spin off or give 
birth to individual corporations by letting go of its divisions, and 
turning them over to stockholders without imposition of a capital 
gains tax until the stockholder disposed of the stock in the new 
corporation ? 

Mr. Quinn. I haven’t thought about the implications of the 
remedy. I like the idea. Anything, as I have said before, anything 
that will solve this problem I look very kindly at. 

Senator Harr. Having spun it off, it would still be in the control 
of the 15 percent 

Mr. Drxon. Eighty-five percent. 

Senator Harr. That you were already describing, though, wouldn't 
it? 

Mr. Quinn. Oh, yes. You wouldn’t change the ownership. But 
ownership doesn’t mean much any more so far as control is concerned. 
Tt doesn’t make any difference who owns the company. The control 
of the company is in the hands of a handful of people, the officers and 
a few directors, and even the big investment, the big pension trust, 
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which is the new, growing and frightening thing, I think, on the 
horizon. They have got something like $30 billion and they are buy- 
ing equity stocks. They are buying stocks where they have a vote in 
the corporation. So there you are going to have tremendous power, 
but there is no indication that they are exercising it now. But I am 
very fearful of that, too. I think again the public must get in there 
somehow. 

Senator Kerauver. Mr. Quinn, we are very grateful to you for the 
thought and consideration that you have given in preparing this 
statement. 

We will meet in room 424, which is the regular judiciary room, at 
10 o’clock in the morning. Our witnesses will be Dr. Simon Whitney 
and Mr. Eugene Havas. 

We stand in recess until then. 

Mr. Quinn. I thank you, gentlemen. 

(Whereupon, at 1:15 p.m. the subcommittee recessed to reconvene 
at 10 a.m., Friday, March 13, 1959.) 
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FRIDAY, MARCH 13, 1959 
U.S. Smnats, 


SUBCOMMITTEE ON ANTITRUST AND MONOPOLY, 
OF THE COMMITTEE ON THE JUDICIARY, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:15 a.m., in room 
424, Senate Office Building, Senator Estes Kefauver presiding. 

Present: Senators Kefauver (chairman), Hart, Carroll, ‘an Wiley. 

Also present: Paul Rand Dixon, counsel and staff director; Peter 
N. Chumbris, counsel for minority; Carlile Bolton-Smith, special 
counsel for minority ; Theodore T. Peck, special counsel for minority ; 
Dr. John M. Blair, chief economist; and Gladys E. Montier, clerk. 

Senator Kerauver. The committee will come to order. 

Off the record. 

(Discussion off the record.) 

Senator Kerauver. Before we start our hearing this morning, after 
the hearing on January 23 when Dr. Means testified, I asked the 
staff through our chief counsel, Mr. Dixon, and our chief economist, 
Dr. Blair, to prepare data that would bear upon the information 
presented by Dr. Means and others in connection with our present 
study. As a result Dr. Blair and the economic staff have submitted 
a memorandum to Mr. Dixon, together with some charts which bear 
upon this matter, which I will direct to be made a part of the record. 

The charts and tables will be printed also. 

(The material referred to follows :) 

Marcu 10, 1959. 
To: Mr. Paul Rand Dixon, counsel and staff director. 
From: John M. Blair, chief economist. 


Subject: Price behavior of administered versus market price products in the cur- 
rent inflation. 

In opening these general hearings on the current inflationary problem, the 
chairman stated on January 23 that one of their purposes was “to obtain a more 
detailed appraisal of the nature of the current inflation * * *.” At the time I 
was instructed to assemble and analyze any data which might contribute to this 
“more detailed appraisal.’’ This analysis has been prepared in response to that 
instruction. 

During the course of the last hearings, Dr. Gardiner Means presented several 
charts which have served to narrow and make more precise the points at issue. 
In these charts he contrasted a classical inflation, illustrated by the period 
1942-1947, with what he termed an “administrative inflation’, as represented 
by the period 1953-1958. In the former, demand was well in excess of supply; 
prices rose because there were “too many buyers chasing too few goods.” But 
in the more recent period, demand has been below capacity and, indeed, in the 
last 2 years has fallen. In the classical inflation the greatest price increases 
were shown to have occurred in the atomistic or market-price areas of the 
economy—e.g., farm products, lumber, processed foods, hides and leather and 
textile and apparel. In the “administrative inflation” the greatest increases 
were indicated to have taken place in the concentrated or inflexible price indus- 
85621—59—pt. 10 10 4997 
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tries—e.g., steel, machinery and motive products, fabricated steel products, 
rubber products—while prices of the market-price areas have either fallen or 
risen only moderately. 

Are there any other bodies of data which would tend to either support or 
refute Dr. Means’ conclusions? It happens that there is one such collection 
of data in the form of a report recently issued by the Bureau of Labor Statis- 
tics. Prepared at the instigation of Senator Douglas, it is entitled ‘Frequency 
of Change in Wholesale Prices: A Study of Price Flexibility.”* It will be 
remembered that by definition Dr. Means’ “administered-price” industries are 
industries of infrequent price change, whereas his market-price industries are 
fields of frequent price change. The question thus becomes one of the direc- 
tion of price movements of the inflexible administered-price products versus 
those of flexible market-price products. By relating frequency of price change, 
i.e., the number of changes, to the direction of price movement for a large num- 
ber of products, the information in the Bureau of Labor Statistics report con- 
tributes to an understanding of the issue now before the subcommittee. 


Price movements of flexible versus inflexible products 


The Bureau of Labor Statistics classified each of 1,789 products in the Whole- 
sale Price Index according to the frequency of the products’ price changes 
during the 3-year period 1954-56; these represented all of the 1,900 products 
in the Index with the exception of certain items whose prices are secured on 
a confidential basis, certain seasonal products, and a few items for which the 
price series obtained by the Bureau of Labor Statistics was not suitable for the 
purpose of the study. The distribution of the series according to degree of 
price change between 1953 and 1958 is shown in the upper half of the first chart. 
As will be seen, the heaviest concentration was in the area of increases of from 
0.1 to 20.0 percent. 

Of more significance to this inquiry, however, was the distribution of the 
products into five categories or “quintiles,” according to the frequency of 
change, as follows: 











Flexibility group (quintile) Number of price changes |Number of products 
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Dia cata pape eas ieGenndaninnmaamaeenasaapalitediaa OE Felt Sensvbibabpannads 405 
En See Crees nnagbamtnpMceadaniotesaetukwnasacean a tnciaiwenicnneuredpnaucdial 35 
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Since the Bureau of Labor Statistics computes its price series on a monthly 
basis, the greatest possible frequency of change was 36; an example is natural 
rubber, which during the 3-year interval had 36 changes, of which 14 were de- 
creases and 22 were increases. At the other extreme were products which had 
no price changes at all during this period, of which synthetic rubber is an 
example. As compared to the periods used in similar studies, which embraced 
both sharp downswings and upturns. The 3-year period used in the Bureau of 
Labor Statistics study for classifying the products was one of relative stability 
in the economy as a whole and in the price structure. Hence, it is not surpris- 
ing that most of the products have a relatively low frequency of change. Only 
one of the five classes, or quintiles, can properly be rated as “flexible” in the 
usual and traditional sense of the term. This is quintile 5, which consists of 
products having 15 or more price changes in the 3-year period. In order to 
determine whether price trends of flexible or market-price products have been 
different from inflexible or administered price products the movement of quintile 
5 ean be compared with the movements of quintiles 1 and 2, the former having 
0 to 2 changes and the latter, 2 to 4. By virtually any standard the products 
in these two quintiles can be regarded as highly inflexible. 

The price trends of all of the quintiles for the period 1947-56 are shown in 
the lower half of the first chart. What ean be learned from the inspection 
of that chart which is relevant to the issues now before the subcommittee? 
Although much of the subcommittee’s interest has been focused on price trends 
in the last 2 years, and although the data in the report do not extend beyond 


1U.8. Department of Labor, Bureau of Labor Statistics, “Frequency of Change in Whole- 
sale Prices: A Study of Price Flezibility,” B.L.S. Report No. 142, November 1958. 
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1956, the period covered by the report does encompass two economic down- 
swings—those of 1948-49 and 1953-54. In both, the Federal Reserve Board 
index of industrial production dropped by about 7 percent. As will be seen 
on chart I, the flexible price products represented by quintile 5 declined in both 
downswings; in contrast, the inflexible products represented by quintiles 1 and 2 
remained virtually unchanged in the former downswing and actually rose in 
the latter. 


Percent Distribution of 1,789 Commodities, 
By Amplitude of Price Change Between December: 1953 and December 1956 


PERCENT OF ALL ITEMS PEACENT OF ALL ITEMS 
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Annual Average Price Indexes ot 1789 Commodities, 
By Price Flexibility Quintile, 1947-56 
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Perhaps of even greater significance, this divergence of behavior appears 
within such relatively homogeneous product groups as durable manufactured 
commodities and nondurable manufactured commodities. As will be seen on 
the second chart, the flexible durable manufactured products (quintile 5) regis- 
tered declines in both 1948-49 and 1953-54. In contrast, the inflexible products 
of this type (quintiles 1 and 2) rose in both periods. In the case of nondurable 
manufactured commodities, a sharp decline during 1948-49 of the flexible prod- 
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ucts was accompanied by relative stability of the inflexible commodities, though 
in 1953-54 both groups registered slight increases. On their face, the showings 
of these charts would suggest that in periods of economic decline flexible prices 
tend to fall, whereas prices of inflexible products tend to rise. This is the same 
form of behavior found by Dr. Means to be characteristic of the longer 1953-58 
period. 


Annual Average Price Indexes of Durable Manufactured Commodities, 
By Price Flexibility Quintile, 1947-56 
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Annual Average Price Indexes of Nondurable Manufactured Commodities, 
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The propriety of comparing agricultural within industrial products 

For some reason, however, the Bureau of Labor Statistics has chosen in the 
limited text accompanying the report to cast a cloud over these findings which 
are apparent from its own data. This it has done by making the rather gra- 
tuitous observation that divergence in price trends is associated not so much 
with differences in the flexibility of prices but rather with differences in the 
characteristics of the products, and more specifically with the fact that the 
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flexibile category is composed to a large extent of agricultural commodities 
and products made therefrom: 
“* * * the greater volatility of price movement, and the decline since 1951 
in the prices of commodities having a high frequency of price change, 
resulted primarily from the fact that they were farm products, foods, and 
textiles; price flexibility does not seem to be the significant factor in the 
long-term price movement.” * 

And again: 

‘“* * * frequency of price movement is by no means the most important 
factor in the amplitude of price changes. Rather, it is the farm products, 
foods, and textiles which are generally characterized by the highest degree 
of price flexibility and the widest price movements in periods of recession 
and recovery.” ® 

The argument that farm products represent something of a special case and 
eannot properly be compared with nonagricultural products was also advanced 
by Dr. Ralph Young, Director of the Division of Research and Statistics, Fed- 
eral Reserve Board, in a criticism of Dr. Means.‘ As one of the reasons for 
his conclusion that Means’ classification of commodities “may not be the most 
fruitful one for price analysis,’ Dr. Young referred to the fact that “the com- 
modities included in the competitive price group are mainly farm products and 
products manufactured from them while those in the administered price group 
are largely industrial.” Neither the Bureau of Labor Statistics nor Dr. Young 
has offered any reasons why it is inappropriate to compare agricultural products 
with industrial commodities. Perhaps it is felt that the reasons are so well 
known that to delineate them would be redundant. 

That that are something less than self-evident, however, is revealed by the 
behavior of farm prices during economic downswings. The argument that agri- 
cultural prices, since they experienced no increase in demand, could not have 
been expected to rise during a period such as 1953-58 logically implies that 
during economic declines they would be expected to remain relatively stable 
since at all times demand for food remains relatively unchanged, or “inelastic.” 
But in spite of this stability of demand, the sharp decline in most farm prices 
during periods of recession is one of the most prominent and enduring char- 
acteristics of our economy. 

Nor does the mere fact that farm products are raw materials constitute in 
itself a sufficient explanation. While it is true that most nonagricultural raw 
materials products tend to have flexible prices, they usually have another char- 
acteristic in common with farm products. In most cases they are produced by a 
large number of independent enterprisers, or at least there is a substantial 
“uncontrolled” volume of output. Where this is not the case, raw materials are 
frequently highly inflexible. Thus during the 1954-56 period the prices of iron 
ore, sulfur and synthetic rubber—all highly concentrated raw materials—re- 
mained extremely inflexible® 

Actually there are more sophisticated arguments in support of the position 
which the Bureau of Labor Statistics and Dr. Young have taken. It so happens 
that this very question was one of the major points of issue during the contro- 
versy over administered prices which raged some 20 years ago. Because both 
the Bureau of Labor Statistics study and the type of analysis presented by Dr. 
Means can be questioned if agricultural products cannot properly be contrasted 
with manufactured commodities, it becomes important to examine the argu- 
ments which were presented on both sides of this issue. Perhaps the best ex- 
positions of the opposing points of view are to be found in articles by Dr. 
Rufus Tucker ° and Dr. Ralph C. Wood." 

In arguing that agricultural prices have unique characteristics which set 
them apart from industrial prices, Dr. Tucker cites a number of factors relating 
to both demand and costs. With respect to the former his arguments centered 
around the question of postponability ; the ability of the buyer of an automobile, 
for example, to postpone his purchase results in the adjustment to the down- 





2Tbid., p. 9. 

®Tbid., p. 12. 

* Congressional Record, Feb. 9, 1959, p. 1959. 

*During the 36-month interval iron ore experienced only 3 changes; sulfur, 1; and 
synthetic rubber, none. 
wae Tucker, “The Reasons for Price Rigidity,” American Economic Review, March 


TRalph C. Wood, “Dr. Tucker’s ‘Reasons’ for Price Rigidity,” American Economic Review, 
December 1938. 
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swing taking the form of a reduction of output rather than price. In contrast 
it is to be expected that the production of nonpostponable items will be main- 
tained, since ‘most articles of food will last for one meal only, in good times or 
bad.” Hence on such items the adjustment to the downswing, it was held, will 
necessarily fall on price. 

In reply, Dr. Wood stated : 

“Two very different points are involved in this argument. To assert—with 
much justice—that durable goods frequently attain high inelasticities of de 
mand in times of depression is not to explain why the individual producer has 
to concern himself with what the market as a whole, or any appreciable portion 
of it, will take. Dr. Tucker’s primary argument, it is well to recall, is that size 
of enterprise (and, impliedly, fewness of sellers) has nothing to do with rigid 
prices. Essentially, he is arguing that competition as it exists in the industries 
with rigid prices is as pure as competition in the agricultural staples. But if 
this were true, of what direct concern would it be to the individual seller of 
automobiles whether demand in the market as a whole were elastic or inelastic? 
The demand for farm products is at all times comparatively inelastic; but the 
individual farmer does not have to consider the effect of his own output on 
price under such conditions. Under pure competition the individual seller is not 
directly concerned with the inelasticity of demand of the whole market; at the 
market price, which he views as given and as something over which he has no 
control, demand for his product is perfectly elastic. Dr. Tucker’s ‘conditions 
of demand’ provide a very useful suggestion as to why price policies in certain 
industries are what they are; but they do not show how it comes about that 
an individual seller is able to have a price ‘policy.’ ” ® 

On the supply side Tucker pointed out that agricultural products, because 
they are perishable, cannot be withheld from the market but rather must be 
sold and consumed within a fairly short period of time. In reply, Wood noted 
that a large portion of agricultural output consists of staples which are 
“scarcely” perishable. Tucker pointed to the length of time of the period 
of production involved in agricultural output which makes it impossible for the 
farmer to make sharp and immediate curtailments in output to reflect changing 
market conditions, even if he were so inclined.’ In reply Wood noted that periods 
of price declines of agricultural products frequently extend beyond any crop 
period. 

In addition to the farmer’s lack of control over output, prices of agricultural 
commodities, according to Tucker, also tend to be more flexible than those of 
manufactured products because of (a) the greater relative importance of over- 
head costs, and (0b) the greater deferability and flexibility of costs. 

“The proportion (of costs) that can be reduced is usually greater in 
agriculture than in manufacturing because the overhead is proportionately 
greater and because a larger proportion of the costs are not out-of-pocket 
costs but can be deferred or even dispensed with.” ” 

But Wood objects on the grounds that Tucker assumes “a rigid dichotomy of cost 
conditions in agriculture and in manufacturing,” whereas, in fact, the difference 
is only “one of degree” : 

“Clearly overhead costs in certain manufacturing industries are pro- 
portionately as great as, or greater than, they are in agriculture; in other 
manufacturing industries the proportion is only slightly smaller. * * *”” 

On the question of flexibility of costs, Wood held that— 

“* * * the striking flexibility of agriculture prices, in contrast with 
prices for many manufactured goods, is not to be explained in terms of 
the characteristics of agricultural costs, because there is no sharp distinc- 
tion between cost conditions in agriculture, on the one hand, and in manu- 
facturing industries, on the other.” 

With respect to depreciation charges Wood contended that “industrialists on 
occasion treat them quite as cavalierly as farmers are said to do.” It might 
be added that in view of the rapid mechanization and increase in capital require- 
ments in agriculture since World War II, the farmer who treats his depreciation 
eavalierly today is headed for oblivion. Also, in view of the frequent shortages 
of agriculture workers, as well as the rapid increase in their wage rates, what- 
ever difference that formerly may have existed in the flexibility of wages be- 


® Wood, loc. cit., p. 669. 
® Tucker, loc. cit., p. 52. 
20 Thid., p. 50. 

1 Wood, loc. cit., p. 666. 
32 Thid. 
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tween agricultural and manufacturing workers have certainly narrowed during 
the past two decades.” 

Leaving aside the marginal operators whose numbers are rapidly diminish- 
ing, the farmers who today account for the bulk of agricultural production 
closely resemble in their operations the small producers in a typically com- 
petitive industry. Both are essentially fabricators; the small manufacturer 
buys raw materials; the farmer buys fertilizers, insecticides, seeds, and other 
supplies. The manufacturer uses tools and machinery of one kind or another 
to fabricate the raw materials into finished products; the tools of the farmer 
are agricultural machinery which today requires a substantial capital invest- 
ment. Both employ hired labor forces and for their outside financial require- 
ments operate largely on the basis of borrowed capital. But perhaps the most 
important similarity is that no small group of producers in either farming or 
the typical competitive industry has a sufficiently large share of their product’s 
total output to be able to affect the price significantly. 


Comparison of products with comparable demand 


In addition to comparing different groups of products, which it is held here 
is not a manifestly improper procedure, it would, of course, be desirable to com- 
pare price movements of products of differing flexibility but with generally 
comparable markets. This would be a way of coming closer to grips with Dr. 
Young’s argument that differences in price movements are due not so much 
to differences in price flexibility or industry structure as to differences in de- 
mand—e.g., that in view of the capital goods boom of the past several years 
price increases would be expected in metals and metal products, whereas 
textiles and farm products, having received no comparable stimulus, would 
not be expected to rise significantly. This hypothesis can be tested by com- 
paring the price movements of pairs of products having the same general 
demand, one member of which would be an inflexible, administered-price 
product and the other a flexible market-price product. To a limited extent 
such comparisons can be made on the basis of the data contained in the BLS 
report. Since the only really flexible group in the BLS study is quintile 5, 
it is necessary to use the products contained therein as the beginning point 
in drawing comparisons of this type. Inasmuch as a large proportion of the 
products in quintile 5 are farm products, and there are few farm products 
in the inflexible quintile, this limitation, necessary though it is, imposes a 
severe restriction upon the number of comparisons which can be developed. To 
this initial limitation certain other restrictions have been added in order to 
make the analysis more meaningful, which are as follows: 

(a) Comparisons are made only where the insensitive product had four or 
fewer changes in the 3-year period (i.e., products in quintiles 1 and 2).™* 

(b) No comparisons are made which involve the use of any chemical products. 
Of all the groups in the BLS Wholesale Price Index, chemical products have 
been found to be the least reliable as indicators of the actual movement of 
prices. Inasmuch as over 40 percent of the 370 products in quintile 1 consisted 
of chemicals and related products, the use of this standard sharply restricts 
the number of products available for comparison. 

(c) No comparisons were made involving products which are typically sold 
at certain “price lines.” An item of apparel, for example, may be sold at a 
certain price line for an extended period of time with the competitive rivalry 
taking the form of changes in quality. 

(d) No comparisons were made involving fabricated products in which there 
was a reasonable possibility that substantial changes in quality might have 
occurred during the period. The effect was primarily to exclude certain items 
in quintiles 1 and 2. 


The index of wage rates for hired farm labor (1910 to 1914 equal 100), compiled by 
the Agricultural Marketing Service, rose 322 percent between 1939 an 1956 whereas the 
increase in gross hourly earnings in manufacturing Sorina the same period was only 213 
fercent. Except for 1949 and 1950 when it fell slightly (less than 4 percent of the 1948 
ndex over the 2 years), and a 1 percent drop in 1954, the farm labor wage rate index 
has risen every year since 1939, (U.S. Department of Agriculture, “Agricultural Statistics, 
1957,” table 681, p. 573.) 

“An exception was made in the case of steel products, some of which were reported 
by the BLS to have made five or six changes during the 36-month period, falling just out- 
side of quintile 2. Actually during this period there were only four changes in the base 
prices of most steel products. The additional changes represented changes in the so-called 
extras, some of which are incorporated as P changes by the BLS. Since other products 
have analogous charges, modifications of which are not treated by the BLS as price 


changes, changes in extras should properly be ignored in comparing the flexibility of prices 
of different products. 
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Given the reasonableness of these standards, the selection of products up to 
this point was purely mechanistic. But the one further step necessarily involves 
a certain degree of subjective judgment. This is the determination of which 
products are subject to reasonably comparable demand forces. Here the test 
was not whether one product was an exact substitute for another, although in 
several instances (e.g., the comparison between pig iron and steel scrap) such 
was the case.“* Rather, the concept employed is whether the products used in a 
given comparison are subject to the same general expansions or contractions 
in demand. To be specific, six comparisons of products were made where both 
members of each pair are generally affected by changes in the level of opera- 
tions of the metalworking industries. These are— 

(1) Pig iron versus steel scrap; 

(2) Steel billets (rerolling) versus red brass ingot; 

(3) Steel bars, hot rolled, versus yellow brass rod; 

(4) Steel pipe, black, black versus copper tubing ; * 

(5) Steel sheets and aluminum sheets versus copper sheets; and 

(6) Aluminum ingot primary versus aluminum ingot secondary. 
Another group of comparisons consists of products whose demand is generally 
affected by expansions or contractions in construction activity. These are: 

(7) Structural steel shapes versus Douglas-fir timbers (construction) ; 

(8) Steel concrete reinforcing bars versus Douglas-fir dimension (con- 

struction) ; 

(9) Gypsum wallboard versus Douglas-fir plywood ; and 

(10) Asbestos roofing shingles versus red oak flooring. 
Two other comparisons are made for products whose demand is influenced in 
large part by changes in the use and manufacture of automobiles and trucks. 
These are— 

(11) Crude petroleum versus lubricating oil; and 

(12) Synthetic rubber versus natural rubber. 
Two comparisons were made where the demand for the products is determined 
by changes in the demand for textile products,” namely ; 

(13) Viscose staple versus wool tops; and 

(14) Viscose filament yarn versus wool yarn. 
The final two comparisons represent, first, products affected by changes in de- 
mand for containers and, second, those affected by changes in demand for sea- 
sonings. They are: 

(15) Container board versus Ponderosa pine box board ; and 

(16) Salt versus pepper. 

Each of the comparisons involves products which differ sharply, not only in 
the frequency of their price changes, but also in the level of concentration. Of 
course for some of the flexible products, notably scrap, farm products, lumber 
products, and imported items, no concentration ratios are available, but it is 
known that their level is relatively low and in each case well below the inflexi- 
ble products with which they are compared. The use of copper and brass as 
market-price products is based on a number of unusual circumstances. While 
concentration is relatively high for domestic copper refining, the available domes- 
tic concentration ratios substantially overstate the actual control of the market. 
This is so because these commodities have long been sold on the world market 
and their prices are immediately responsive to international developments, and 
also because the available concentration figures ignore the ever-growing role 
played by secondary metals, which unlike steel scrap, are not subject to rust 
and thus tend to be a perpetually increasing source of supply. In the case of 
brass, these competitive factors are reinforced by (a) the activities of custom 
smelters who, operating on the basis of a fixed margin between the ore price 
and the refind metal price, are comparatively indifferent to the level of prices. 


14a Where substitutability does exist, the expectation would be that if changes in demand 
were the determinant of price changes, the price of a flexible product would decline less 
during a downswing than its inflexible-price counterpart. At the outset of a downswing 
buyers would attempt to shift to the sensitive declining product from the insensitive stable 
product, thus tending to shore up the demand for the former and weaken it for the latter. 
If despite this, the price of the flexible product throughout the downswing declines more 
than that of the inflexible item, changes in demand become even less persuasive as the 
explanation for changes in price. 

4° The demand for both products is affected by changes in the level of construction activity 
as well as by changes in metalworking operations. 

16 Wool was used for the flexible products in preference to other textiles for the reason 
that since 1955 the support program for wool has been in the form of income payments 
made directly to farmers, with the price being free to seek its own normal level. 
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and (b) the relatively large number of concerns engaged in the production of 


brass and brass products. 


Concentration ratios of products with comparable demand, four largest companies 


[Percent of value of shipments accounted for by 4 largest companies] 


Pig iron 

Steel scrap 

Steel billets (rerolling) 
Red brass ingots 

Steel bars, hot rolled 
Yellow brass rod 

Se ere eee ern 
Aluminum sheets 

Copper sheets 

Aluminum ingot, primary 
Aluminum ingot, secondary 
Steel pipe, black 

Copper tubing 

Structural steel shapes 


on ~ 
a Wom eH Cl 
ww: Se 


™ 


£8 
aorarrorou~ earn 


~ 


Gypsum wailboard 

Douglas-fir plywood 

Asbestos roofing shingles__.____ 
Red oak flooring 

Crude petroleum 

Lubricating oil 

Synthetic rubber 

Natural rubber 

Container board 

Ponderosa pine boxboard 
Viscose staple 

URE: WANIII actsins akaechieks nate icieceek casinos 
Viscose filament yarn 

Wool yarn 


Douglas-fir timbers (construc- “ss 
( 
Steel concrete reinforcing bars... 68.6 
Douglas fir dimension (construc- 
tion ) 


1 Not available. 
2It is probable that the holdings of privately owned timberlands on the west coast in 


the hands of the four largest owners are less than 20 percent of the total amount held by 
all private ownership. 

® While the concentration of production of crude petroleum is undoubtedly higher than 
that of lubricating oil, the more important factor, insofar as market behavior is concerned, 
is the existence of a mechanism of controlling output in the former and its absence in the 
latter. Through the established mechanism of the estimation of demand by the Department 
of the Interior and the proration of production particularly by the State of Texas, output 
of crude petroleum is sharply limited to anticipated demand. No such mechanism of 
control exists in the Pennsylvania lubricating oil industry which, moreover, is composed 
of a substantial number of relatively small producers. 

The producers of natural rubber are numbered in the hundreds of thousands. The 
small holders produce roughly half the world’s supply of natural rubber, the balance coming 
from independently owned estates. 


Source: Steel products: American Iron & Steel Institute (U.S. Senate Subcommittee 
on Antitrust and Monopoly, ‘‘Report on Administered Prices” (S. Rept. 1387, 85th Cong., 
2d sess.), p. 70. Others: U.S. Senate Subcommittee on Antitrust and Monopoly, “Con- 
centration in American Industry’ (Washington, 1957). 


The results of these comparisons are presented in charts 3 to 6, each of which 
shows the price movements from 1953-58 for four pairs of commodities. Chart 3 
contrasts the price trends for commodities whose demand is largely influenced by 
changes in the level of metalworking activity. The behavior of steel scrap is il- 
lustrative of the price movements typically displayed by atomistic or market- 
price products. It consists of a decline in price during the 1953-54 downswing, 
followed by a price increase during the 1954-56 recovery, and in turn by a price 
decline during the recession which began in 1956." The other market price com- 
modities shown on chart 3, which are products of the copper and brass industries, 
manifest much the same type of behavior.“ In sharp contrast is the price be- 
havior of pig iron which is more or less typical of most administered-price prod- 
ucts. It consists of a price rise during the 1953-54 downswing, a further but 
gradual increase during the 1954-56 recovery, and a further increase during the 
1956-58 recession. This behavior characterizes the other administered-price prod- 
ucts included on chart 3, all of which, with one exception, are also products of the 
steel industry. That exception is aluminum sheets, which tended to parallel 
the price movements of steel sheets from 1953-57, Whatever the reason, this 
similarity in behavior certainly narrowed the opportunities for the greater utiliza- 
tion of aluminum as a substitute for steel. 

For two of the sets of products shown on chart 4, demand is largely de- 
termined by changes in metalworking activity, while in the other two the principal 


17The Federal Reserve Board index of industrial production was exactly the same in 
1956 and 1957. Because the downswing did get underway around the middle of 1956 that 
year is taken as the beginning point of the latest recession. 

1% Inasmuch as the price series for yellow brass rod and copper sheet were added to the 
wholesale price index in 1954, their behavior during 1953-54 is not known. 
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determinant is the level of construction activity. In the case of the former, both 
of the market-price products exhibited marked declines during both recessions,” 
whereas, with one exception, their administered-price counterparts moved up- 
ward. This exception was a slight price decline in primary aluminum ingot dur- 
ing 1957-58, which has been attributed in part to the competitive pressure of 
lower priced foreign supplies. In the case of the latter two products, there was 
no deviation from the general pattern on the part of the administered-price prod- 
ucts. Both structural steel shapes and concrete reinforcing bars moved steadily 
upward throughout the entire period. During the 1956-58 period this was in 
marked contrast to sharp declines in price manifested by their market-priced 
counterparts—Douglas fir timbers and Douglas fir dimension. 

In the case of two of the products shown on chart 5, the level of construction 
activity is again the principal determinant of demand. For the other two, it is 
the use, manufacture, and expected demand for automobiles, trucks, and related 
products. Douglas-fir plywood declined noticeably in both downswings; red- 
oak flooring remained virtually unchanged during the earlier decline and 
dropped significantly during the latter. Their administered-price counterparts, 
gypsum wallboard and asbestos roofing shingles, moved irregularly upward 
throughout the period. Particularly striking is the contrasting behavior of 
asbestos shingles and oak flooring during the 1956-58 recession. Pennsylvania 
lubricating oil, which lacks proration, suffered price decreases during both re- 
cessions, while in each crude petroleum, which has proration supplemented by 
a variety of other instruments of market control, moved upward. The price of 
synthetic rubber is the most inflexible of any of the commodities included in 
this analysis, remaining unchanged throughout the entire period, with the 
exception of a slight increase of 2.5 percent occurring during the recession of 
1953-54. This stability is in striking contrast to the precipitous rise in the 
price of natural rubber in 1955, when automobile production reached its alltime 
high of 7.9 milion cars and even higher levels were widely forecast for future 
years. Since then, as automobile output has slumped, and with it projections 
for future demand, the price of natural rubber has moved steadily downward. 

The first comparison on chart 6 involves packaging materials—container 
board versus ponderosa pine box board. Although the extent of their move- 
ments was not as pronounced as the case of most other products, in both re- 
cessions the market-price product declined while the administered-price com- 
modity rose. The two comparisons involving textile products present a number 
of exceptions to the general pattern typically displayed by the other com- 
modities. Thus, the price of the concentrated product, viscose staple, suffered 
a slight decline in both downswings. Hewever, much of the decrease in the 
latter downswing was recovered by a price increase in 1957-58 which was 
accompanied by a decrease in the price of its counterpart, wool tops. The con- 
centrated product, viscose yarn, remained unchanged during the earlier down- 
swing and manifested a slight decrease in 1956-58. In the final comparison, a 
precipitous and sustained decline in the price of pepper was accompanied by 
a substantial and, except for 1954-55, uninterrupted increase in the price of its 
concentrated counterpart, salt. 

In the folowing summary table covering the two recessions, 1953-54 and 
1956-58, the products are distributed in accordance with their price change 
during both downswings. Generally speaking, the pattern was one of price de- 
creases in the market-price products and of increases in the administered-price 
commodities. Thus, in the 1956-58 recession all but 3 of the 17 administered- 
price products had price increases; in 2 of the 3 exceptions (viscose staple and 
viscose filament yarn) the decreases were only 1.8 percent and 3.7 percent, re- 
spectively, while in the third (container board) it was only 1 percent. In con- 
trast, all of the market-price products had decreases, each of which was 5 per- 
cent or more (with 9 having decreases of 15 percent or more). In the earlier 
downswing the contrast, while less pronounced, was still marked. Although 
13 of the 17 administered-price products showed price increases, 8 of the 13 
market-price products showed price decreases, and all of the 5 exceptions were 
quite small, the largest being an increase of only 3.6 percent. 


1” BLS did not publish a price series for copper tubing until 1954, and thus its behavior 
during the 1953-54 decline is not known. 
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Distribution of products by percentage price change, 1958-54 and 1956-58 


1953-54 1956-58 
Number of products by percentage change 


Adminis- Market Adminis- Market 
tered price price tered price price 


No change 3 
PE isbn Jone ossudendncsebavacnsdeoemobutddabna 


+10 to +14 
+15 and over 


eRoSeonoceo 


wCwanK wooo 





There is one other question on which the material contained in this analysis 
may shed some light; that is the question of the level of prices in 1958 as con- 
trasted with 1953 in the administered-price versus the market-price commodi- 
ties. Dr. Means has held that by 1953 the relationship which had existed be- 
tween the different types of prices before World War II had been generally 
reestablished. The volatile price rises of the atomistic products during the 
monetary inflation immediately after the end of World War II had been fol- 
lowed by less pronounced but. steady increases in the concentrated sectors, with 
the result that by 1953 the latter had been able to catch up with the former.” 
How then was this reestablished relationship between each of the pairs of 
products altered by 1958 The following table shows for each of the pairs of 
products included in this analysis the percentage price change between 1953 and 
1958. 

Percentage price change between 1953 and 1958: 33 products 


Percentage Percentage 
Product change Product change 
Pig iron Douglas-fir dimension (con- 
Steel scrap struction) 
Steel billets (rerolling) Gypsum wallboard 
Red-brass ingots --.__._..--~_- Douglas-fir plywood 
Steel bars, hot-rolled Asbestos roofing shingles 
Yellow-brass rod Red-oak flooring 
Steel sheets Crude petroleum 
Aluminum sheets_....-_--~-- Lubricating oil, cylinder stock_ 
Copper sheets Synthetic rubber 
Aluminum ingot: Natural rubber 
Primary +28. Container board 
OCONEE Sciciiicncbane = =~ Ponderosa pine box board _-- 
Steel pipe, black -+-42. 2] Viscose staple_....__._---___. 
Copper tubing She S bY COR CON oie re eee 
Structural steel shapes +41. Viscose filament yarn 
Douglas-fir timbers (construc- Wool yarn 
+4. Rae oe estas 
Steel concrete reinforcing bars. +35. PO osc ieecnceemenuoes 


11954-58 ; series not available for 1953. 
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As will be readily observed, the price of each of the administered-price 
products was higher—and usually substantially higher—than its market-price 
counterpart. In most cases this came about as a result of an increase in the 
former being accompanied by a decrease in the latter. Of the 17 administered- 
price products, decreases occurred in only the two textile items, and these were 
accompanied by considerably larger declines of their market-price counter- 
parts. With these two exceptions, plus synthetic rubber (which remained 
practically unchanged), all of the inflexible commodities showed increases of 


* 85th Cong., 1st sess., hearings on administered prices, U.S. Senate Committee on the 
Judiciary, Subcommittee on Antitrust and Monopoly, pt. 9, p. 4757. 
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more than 15 percent. In contrast, of the 16 market-price products, 10 were 
lower in price in 1958 than in 1953.” In all but two of the exceptions (natural 
rubber and copper tubing) the increase was less than 5 percent and was sub- 
stantially less than that of their administered-price counterpart. 


Conclusion 


The above analysis is suggestive, not definitive. In producing a price change 
during a given period, many factors are at work other than those associated 
with an industry’s structure and the flexibility of its prices. Nonetheless, the 
recurrence of the same contrasting behavior of the administered-price versus 
the market-price products both in large aggregates of products and in individual 
product-by-product comparisons lends strong support to the thesis that they 
are, broadly speaking, two types of prices, one of which reacts to changes in 
demand in accordance with the expectations of accepted theory and one of 
which very definitely does not. 


“For three flexible products, yellow-brass rod, copper sheet and copper tubing, price 
series for 1953 were not available and the change was therefore measured from 1954. 
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PRICE MOVEMENTS OF INFLEXIBLE’ VS. FLEXIBLE” 
PRICE PRODUCTS 


1953 -1958 


(1947-49 =100) 
INDEX 


STEEL SCRAP NO.!, 
HEAVY MELTING 


1953 1954 1955 1956 1957 1958 


REO BRASS INGOT 


STEEL SHEETS, HOT ROLLED, CARBON 
] loo, 
COPPER SHEETS 9 |% 
- s \ 
Ae Le 


STEEL BULLETS, 
REROLLING, CARBON 


4 4 OR FEWER CHANGES IN PRICE DURING 1954-56 
2) 15 OR MORE CHANGES IN PRICE DURING 1954-56 


SOURCE: BUREAU OF LABOR STATISTICS 





5010 ADMINISTERED PRICES 


PRICE MOVEMENTS OF INFLEXIBLE” VS. FLEXIBLE* 
PRICE PRODUCTS 


1953-1958 
(1947-49 #100) 


1954 1955 


Ll FIR, DIMENSION, 
CONSTRUCTION 


BARS, oN 
on FORCII 


1958 


4 4 OR FEWER CHANGES IN PRICE DURING 1954-56 
2 15 OR MORE CHANGES IN PRICE DURING 1954-56 


SOURCE: BUREAU OF LABOR STATISTICS 
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PRICE MOVEMENTS OF INFLEXIBLE’ VS. FLEXIBLE” 
PRICE PRODUCTS 


1953 - 1958 
(1947-49 #100) 


CRUDE PETROLEUM, OKLA KANS 


NATURAL RUBBER # 3 
‘% RIBBED SMOKED SHEETS 


U 4 OR FEWER CHANGES IN PRICE DURING 1954-56 
2 15 OR MORE CHANGES IN PRICE DURING 1954-56 


SOURCE: BUREAU OF LABOR STATISTICS 


35621—59—pt, 10——11 
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PRICE MOVEMENTS OF INFLEXIBLE” VS. FLEXIBLE” 


PRICE PRODUCTS 
1953-1958 
(1947-49 =100) 


CONTAINER BOARD, 
TEST LINER, CENT. 


¢ 
o~ PONDEROSA PINE 


BOX BOARD #3 VISCOSE FILAMENT YARN 1004 








1953 1954 1955 1956 1957 1955 1956 1957 


U 4 OR FEWER CHANGES IN PRICE DURING 1954-56 
2 15 OR MORE CHANGES IN PRICE DURING 1954-56 


SOURCE: BUREAU OF LABOR STATISTICS 


1958 
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Senator Keravuver. Our next witness, Dr. Simon Whitney, is the 
Director of the Bureau of Economics at the Federal Trade Com- 
mission, which position he has held for some time. Prior to that 
time he was a professor of economics at New York University, and 
he is the author of a recent book, “Antitrust Policies,” which I believe 
was published by the 20th Century Fund, and other papers and articles 
having to do with antitrust problems. 

We are delighted to have you wish us, Dr. Whitney. You have 
presented a statement with a number of footnotes and tables and 
references, all of which will be printed in full in the record as pre- 
sented here. You may handle the matter as you wish. 


STATEMENT OF SIMON N. WHITNEY, DIRECTOR, BUREAU OF 
ECONOMICS, FEDERAL TRADE COMMISSION 


Mr. Wurirney. Mr. Chairman, I think I will read my statement. 

In view of the wide acceptance gained by Gardiner C. Means’ sta- 
tistics presented to you in January,' I shall speak only on them. 
Despite their contribution to price analysis, I believe they left a mis- 
leading impression that the most recent inflation has been caused by 
business concerns, especially the steel companies, “seeking to increase 
profit margins too much.”* My first comment will be that his sta- 
tistics are irrevelant to the recent rise in consumer prices, and I shall 
then criticize his analysis of the responsibility for wholesale price 
inflation. 

But first, my statement has not been seen or approved by the Fed- 
eral Trade Commission and I am speaking for myself only; much of 
my argument is in footnotes and appendixes which I shall not read; 
and I shall, except when quoting, use round numbers. 

Senator Krravuver. Before we go on, you are testifying as a private 
individual and not as the Chief of the Bureau of Economics at the 
Federal Trade Commission. Is that right? 

Mr. Wuirney. That is right. 


PRELIMINARY POINT: IRRELEVANCE OF THE STATISTICS TO THE MOST RE- 
CENT RISE IN CONSUMER PRICES 


Most people, as I have checked by asking, think of the recent infla- 
tion in terms of consumer prices. Dr. Means discussed wholesale 
prices only. He has been quoted as though he had explained the 
recent rise in the cost of living, but he himself repudiates this use 
of his material. It will explain consumer prices only if and when the 
influence works around to them, and wholesale prices in concentrated 
industries do not dominate the cost of living. True, 8 or fewer 
companies controlled half or more of the 1954 shipments of 648 
manufacturing product classes, shipping an average of $217 million 
each. But these concentrated products are far outweighed by the 


1 Among other mentions in print, see Congressional Record, Jan, 27, p. 1085 (‘‘com- 
pletely dissipated” false notions about the recent inflation) ; Feb. 9, p. 1959 (his statistics 
‘require * * * some answers”); Feb. 23, p. 2551 (“dramatic and persuasive analysis” 
of inflation and “the cost of living” in this paper and in one before the Joint Economic 
Committee) ; Feb. 23, p. A1812 (“the effect on the cost of living is obvious’) ; Feb. 25, 
p. A1427 (“a brilliant analysis”),; Mar. 2, p. 1584; and Washington Post, Feb. 8, p. B2 
(“he has married economic theory to economic fact’), and p. E6 (lead editorial). 

2 Dr, Means’ mimeographed statement, p. 8 Revised wording is in pt, 9, p. 4762. 

® Calculated from this subcommittee’s report, ‘Concentration in American Industry,” 
85th Cong., 1st sess., 1957, p. 166-93. 
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sum of the following: administered prices in the 483 unconcentrated 
industries shipping an average of $228 million each, nonadministered 
wholesale—especially farm—prices, Government-regulated pri 
prices of imported goods, sales taxes, and costs of distribution an 
services. Services alone constitute 38 percent of consumer expendi- 
tures. 

What has, in fact, been the importance of steel to the recent rise 
in the Consumer Price Index? Table I shows the components of the 
index for the year 1953 and December 1958, the period Dr. Means was 
discussing.t The most rapid increase has been in medical care, 21 
percent; followed by personal care, 14; transportation, 11; and hous- 
ing, 9. The composite index increased 8 percent. Due to the great 
weight given f and housing, these two components accounted for 
54.4 percent of the total increase. Transportation and medical care 
accounted for 28.56 percent, and personal care, reading and recreation, 
apparel and miscellaneous, for 17.1 percent. 

The very names of these categories (like “personal care”), and their 
weights, indicate how little the simultaneously rising price of steel 
could have entered into the rise in the Consumer Price Index. Table 
II shows that the principal items containing any important direct 
steel component make up only 17.45 percent of the composite index. 

If cost of steel is about one-tenth of the retail price of such items, 
a 34.6-percent price increase in steel such as we had between the years 
1953 and 1958 would not be expected to raise the whole Consumer 
Price Index by much more than one-half of 1 percent.5 As it hap- 
pens, the average steel-using item advanced un a tiny fraction of 
the amount that the rest of the index advanced. In appliances, 
especially, makers and dealers absorbed (instead of pyramiding, as 
had been so often predicted) much of the steel price increase. 

The indirect influence of the recent steel price increases, charted 
by Dr. Means, as they will affect machines to make food, trucks to 
transport it, or the like, will not be felt for a long time. To find the 
eventual, total effect of a rise in the wholesale price of iron and steel 
on all goods which individuals and organizations purchase, one must 
compare the total value of the industry’s output, $15.5 billion in 1957, 
with the gross national product, $440.3 billion: steel’s share was 3.5 
percent. Since steel is used principally in capital goods, it is nat- 
ural to find that its contribution to the total value of product is perhaps 
twice its direct contribution to consumer prices. 

The surprising fact brought out by Dr. Means, that steel and steel- 
using items accounted for two-thirds of the recent gross increase in 
the wholesale price index, cannot be intended by him to imply that 
the steel component caused all their increase. Makers of newsprint 
or cigarettes would be puzzled if we told them they had advanced 


‘His own statistics closed with October. Incidentally, the entire rise in tne Consumer 
Price Index occurred between March 1956, when it was still below its 1954 level, and 
July 1958, when it reached the level it has held since. 

'The formula is 17.45 percent X10 percent x 34.6—0.60 percent. The Bureau of Labor 
Statistics index of steel mill product prices (not regularly published) is used to derive 
the 34.6 percent price increase. 

®*Due to the greater rise in steel prices than in other prices, this share has been rising. 
It was only 2.1 percent in 1947. Value of output is that given in the “Annual Statistical 
Report of the American Iron and Steel Institute, 1950,” pp. 8-9, 1957, pp. 12-13. ‘Phe 
1957 figure covers reports from 93 or 94 percent of the industry, and the 1947 figure, from 
se abereeat. The series includes some nonsteel products (e.g., cement) sold by steel 

panies, 
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their prices because they were paying more for steel. Dr. Means’ 
chart indicates’ that steel and tablcated steel, themselves, accounted 
for only two-ninths of the total wholesale price increase.® 

Steel net profits in 1957 were about a quarter of 1 percent of the 
total cost of all goods produced, and perhaps a fortieth of 1 percent 
of the Consumer Price Index.® Steel-price increases have been dis- 
quietingly large since 1953, as Dr. Means rightly emphasized and as 
the industry would surely concede in private, in view of the threatened 
loss of markets to other materials and to foreign steelmakers. But 
the theory of a current inflation originating in rising steel-profit mar- 
gins is a real example of making the tail wag the dog. 


FIRST DIRECT ANSWER: MISTAKEN ESTIMATES OF THE 1957 STEEL-COST 
INCREASE 


According to Dr. Means, “the steel industry, a leader in the admin- 
istrative inflation, tried to place responsibility on labor where it 
clearly does not belong.” His own placing of responsibility is 
based exclusively on the $11 per ney increase from the summer of 
1956 through July 1957 ($6 for July alone). Relying on union and 
management estimates made in 1957, he assumes that employment costs 
per hour advanced about 614 percent during the 12 months, but with 
two-thirds being offset by improved productivity. Ile adds that “the 
evidence since shows other costs per ton going down from the summer 
of 1956 to June 1957,” and concludes that either no price increase at 
all was justified, or at most one of $1.75 a ton instead of the actual $11.4 


Those estimates may have been the best possible at the time, but we 
now have actual figures. The broad trends over 1956 and 1957 can be 
seen in table 111. Employment costs increased by $5.96 per ton in 
1956 and $8.78 in 1957. Materials and services increased by $12.54 


71 applied a ruler to his chart IV. 

5 Steel is often called the bellwether of the price system, a view on which Dr. Means 
lays great stress. When steel-using industries raise their prices, however, it is easy to 
cite steel prices as an alibi whether or not it is the real reason. Over the long run, any 
psychological importance attached to steel will hardly give it much more weight in the 
gross national product than the dollar figures show. I believe there is as much or more 
truth in viewing steel wages as the pattern setter for other industries. 

® This relies on the data in table II and IX. 

0 P, 4769. Some remarks by steel-industry spokesmen have doubtless tried to place 
all the responsibility on steel labor. Other declarations have been more careful, such as 
that of Roger Blough quoted in the Congressional Record of Feb. 2 (p. 1882): “If you 
took all of the products * * * upward of three-quarters of this total of value would 
represent the employment costs that we incurred all along the line of production. The 
remaining quarter or less would cover * * * raw materials * * * rental of property * * * 
interest * * * and * * * dividends.” Testing this statement against the Department of 
Commerce statistics, we find that in 1958 employees received 70.6 percent of national 
income, and farmers and business and professional men 12 percent (“Economic Report of 
the President, January 1959, p. 150, preliminary figures). The “three-quarters” could be 
explained if Mr. Blough was including the reward for their own personal efforts as a labor 
income of these independent enterprisers in his phrase “employment costs that were 
incurred all along the line of production.” 

uP, 4765. This $1.75 has been widely quoted. IT have heard it in a group at church. 

It = transmuted into $1.85 in F. A. Babson, Jr.'s, letter to the Washington Post, Mar. 2, 
p. 2. 
2 The union criticizes the use of total employment costs in setting prices. It sees no 
reason to take account of salary increases greater than the number of cents per hour won 
by the union. But a company might not be able to hold the best members of its salaried 
staff, or at least their aggressive loyalty, if their pay increases are thus limited to those 
granted the hourly employees, as this would gradually whittle away the margin on which 
they pride themselves. (This-subcommittee’s report, Administered Prices: Steel, Rept. No. 
1387, 85th Cong., 2d sess., 1958, says at p. 39: “This may be excellent personnel policy, but 
there is some question as to the propriety of charging the cost of such a policy to the union 
agreement.” But is the union willing, then, to accept the responsibility for forcing bad 
personnel policy on its employers?). 

The actual figures (table IV) show that wages per hour reached 96.6 percent of total 
povzelis (including salaries) per hour in 1944, but that the ratio dropped off again to 

3-95 percent—about the same as in 1940-41. The wage employee’s total employment 
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in 1956 and $1.75 in 1957. Depreciation and State and local taxes 
increased about a dollar each. Profits before income taxes increased 
by 6 cents in 1956 and by $2.19 in 1957; after taxes the increases were 
49 and 99 cents, respectively. Without the 1956 price increase, profits 
would have dropped to less than one-third the 1955 level, and without 
the 1957 price increase they would have dropped nearly 50 percent 
below 1956. Even with the increases, the ratio of profits to sales de- 
clined in 1956, though it then held even in 1957.4 

One of the major reasons for this overturn of the early estimates is 
that the BLS index of man-hour productivity, instead of continuing 
its previous rapid rate of advance (as his hearers probably thought 
that Dr. Means expected), halted in 1956 and turned down in 1957 
(Table V). This reversal occurred both in the series he used, cover- 
ing production workers in basic steel,* and more strikingly as to man- 
hours of all employees, including supervisors, iron ore miners, and the 
rest—all of whom, after all, must be paid before the industry takes 
its profit. Although productivity began rising again late in 1958 with 
the recovery in steel operations, the latest figures still left it below 


cost (wages plus fringe benefits) per hour was 93.4 percent of that for all employees in 
1943, and after advancing to a peak of 95.9 percent in 1947, quickly dropped off to only 
91.93 pecrent. The figures seem to say that (1) the average hourly wage, being over 90 
percent of average total payroll per hour, is not far below the average salary per hour, 
(2) the two have approximately kept pace, but (3) the margin of advantage of salaried 
workers has been slowly returning, after a wartime and immediate postwar dip, to what 
was apparently its prewar level or better. Nothing conclusive can be said, due to lack of 
data on employment costs in 1940-42 and on whether more of the wage or the salaried 
workers have needed higher skills (justifying higher pay) in recent years. 

13 In 1957 the prices of important materials bought by the steel industry, especially steel 
scrap, were lower than in 1956. See discussion in report on Administered Prices: Steel, 
pp. 42—45, and allusion by Dr. Means on p. 4765. One should bear in mind, however, that 
if rising operations had sent the steel companies back into the market strongly, scrap and 
some other material prices would have advanced. 

United States Steel’s “products and services bought’? dropped from $62.21 per ton in 
1956 to $56.56 in 1957 (annual report, 1957, pp. 30-81). This decrease was emphasized 
in Administered Prices: Steel (p. 45). But year-to-year changes in this item depend on 
various things, including changes in inventories. United States Steel's 1956-57 experience 
turned out not to be representative of the industry’s (note rise in the industry’s material 
cost per ton in table III). 

“YT have not seen the proposition defended that, each time costs increase, the price 
advance should go no further than exactly enough to cover the new costs in dollars and 
cents, thus making profit a declining share of total sales (and, necessarily, of national 
income). This proposition may possibly be inferred from some union arguments, but Dr. 
Means repudiates it (p. 4769). 

Some might theorize that holding the price line in July 1957 would have so sharply 
stimulated demand as to keep profits from falling. This view is so speculative as to put a 
heavy burden of proof on its proponent. ‘The small reduction in prices of capital goods 
or durable consumer goods made possible by a reduction in their steel component would do 
little to stimulate demand when buyers are becoming more pessimistic. For example, 
refraining from a price increase of $6 a ton on steel in 1957 might have allowed a new 
car to sell for a few dollars less than it did. This would hardly have been enough to offset 
the downturn in demand which Detroit (and most of American heavy industry) ran up 
against in the fall of 1957. 

This subcommittee’s report went on further in suggesting that demand for steel is elastic 
than to say: “It is conceivable that the actual demand is more elastic than the steel com- 
panies believe’ (Administered Prices: Steel, p. 64). I agree with this, and last year 
offered the Joint Economic Committee my opinion that, if the sticky prices and costs were 
cut in times of recession, it might stimulate buying. The committee’s staff disagreed with 
me, fearing a downward spiral, and it may well have been right. But even my proposal 
Was not that a single industry should dissipate its cash reserves by holding the price line 
in the face of rising costs, thus trying to hoist the whole economy by its single sacrifice. 
(Compare table XIII of my statement. ), 

It would seem inconsistent to hold the steel industry to a cost standard of pricing, as 
Some exponents of administered price theory apparently want to do, and at the same time 
demand price reductions just when a decline in sales is raising unit costs. Does the cost 
standard, then, work in one direction only? 

% See statement, pp. 4764-65. 

16 Survey of Current Business data are added in table V to show the trends in 1958, 
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the 1955 level. In the interval, average hourly earnings had advaniced 
26.6 percent.” 


The advance in labor costs in 1957 was so obvious in table IIT that 
it is hardly necessary to reclassify the data on a quarterly basis. For 
completeness, however, I shall try to do this. The Federal Trade 
Commission-Securities and Exchange Commission series on corporate 
profits (table IV) shows the primary iron and steel industry as earn- 
ing before income taxes 14.2 cents per dollar of sales in the second 
quarter of 1957 and 12.1 cents in the third quarter.” 

From this series, and the concurrent data for steel shipments, table 
VIII derives estimated pretax profits per ton for the four quarters, as 
follows : $29.37, $29.76, $26.83, and $24.56. 

I should say page 57 in the new draft tells the pages on which 
changes have been made in the draft I gave out 2 days ago. If any- 
body wants to see where the changes are made, glance at page 57. 

If prices had not been increased July 1, profits in the third quarter 
would presumably have declined $6 more. 


1” Earnings in blast furnaces, steel works, and rolling mills averaged $2.37 in the year 
1955 and $3 in December 1958 (Survey of Current Business). In the present terrific steel 
boom, building up to a recession on July 1, productivity per man-hour may be outstripping 
all previous records. If the union would take its productivity gain when productivity is in 
fact rising, and take a reduction when it is falling, one benefit would be the allocation of 
uere of the wage gain to a time when the profit margin is wide, thus helping to stabilize 

he profit and business outlook. This is impractical, because of the difficulty of forecast- 
ing productivity. ‘To illustrate, in the first 4 months of 1957 productivity per man-hour 
had advanced by 5 percent over the 1956 average (computation y Otis Brubaker, research 
director of United Steelworkers, in this subcommittee’s hearings, ‘‘Administered Prices,” 
t. 2, p. 534, and discussion at several places in his testimony), but for 1957 as a whole 
t was to decline by 1 percent. The reason productivity declined was, of course, the 
decreasing rate of operations, which caused man-hours to be less efficiently employed, and 
which Mr. Brubaker, who testified in August 1957, naturally could not expect or assume. 

Because of these fluctuations in productivity, many experts believe that the upper limit 
on union-bargained wage increases (not of course on merit increases), if they are to be 
noninflationary, must be the average long-term trend line for rising productivity—and, 
incidentally, for the economy as a whole rather than a single industry. (See appendix B 
of this statement.) Mr. Brubaker rejects this last criterion on the ground that if wage 
gains are limited to the presumably lower average increase in productivity of the economy, 
— still further the steel industry’g “artificially and consistently high profits” 

p. : 

Dr. Means, also, assumed a continued high rate of operations in making his produc- 
tivity estimate: “If the high rate of increase in output per man-hour of 4.3 percent a 
year at a sustained rate of production continued, and there is no reason to think it has 
not, then * * * employment costs per ton should not have changed at all for a given rate 
of operations.” This language, carefully chosen though it evidently was, could easily 
have led his hearers to think that productivity did rise, especially since he went on to 
say: “Altogether I can find no evidence that the employment cost per ton was increased 
by the requirements of the labor contract apart from its cost-of-living provisions” (p. 4765). 
I am now informed that he realized that the productivity trend must have been interrupted 
by the downturn in operations late in 1957. His argumeut that the steel industrv should 
have counted on a 4.3 percent rise in productivity per man-hour in calculating the effect 
of the July labor contract means, therefore, that he thinks they should have assumed as 
a fact what they were merely hoping or expecting: that operations would rise. If opera- 
tions actually fell and it was unit costs that rose, they should have acted as if it were 
the other way around. Higher wages in a period of hich production must thua he absorbed 
by the industry because productivity is increasing, while in a recession period they must 


be absorbed because, if it were a boom instead of a recession, productivity would be 
increasin 


This dilemma is analogous to, though in contradiction with, the one in which Dr. Means 
ions the industry as regards raw material prices (see footnote 18). He tells it to absorb 
igher labor costs because raw material prices have declined. But to the extent that these 
prices have declined due primarily to lack of buying, a recovery in operations which would 
enable productivity to rise would force up material costs. 
Since I have quoted Mr. Brubaker’s ee, and this subcommittee’s steel report, I 
a 


want to add that, although I have read these (and the paper by Jules Backman on the 
influence of steel in the Consumer Price Index) while preparing my own paper, IT have not— 
due to having postponed it until too late—read any of the other papers in the steel] hearings 
at all. (I did attend some of the earliest sessions.) If my paner repeats thines said to 
the subcommittee by others, I apologize. If I have made statistical errors that reading 
the testimony would have prevented, I hope they are minor. 

Since Mr. Brubaker testified before this subcommittee on 3 days, giving views which 
differ from mine at several points, I have felt that it would be appropriate and. beneficial 
to mske some comments in these footnotes. 

% Profits before taxes copees from 26.3 to 19.7 percent of stockholders’ equity hetween 
these quarters. A similar decline—amounting to 19.2 percent—occurred in the combined 
reported profits before income taxes of the three largest steel companies (table VII). 
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Table VIII also denies Dr. Means’ $1.75 estimate of labor cost in- 
crease by indicating that the direct labor cost per ton of steel which is 
obtained by dividing tons shipped monthly into that month’s pro- 
duction payroll increased from $34.12 to $41.22 between the second 
and third quarters of 1957. 

There is a margin of error in all such estimates.’ But my estimates 
are, at least made after the figures appeared. Hindsight shows that 
the sum of labor and other costs per ton did increase more than prices 
did in 1957, 


SECOND DIRECT ANSWER: UNDUE IMPORTANCE ATTACHED TO STEEL PROFIT 
INCREASE COMPARED TO COST INCREASE SINCE 1953 


Dr. Means’ argument that the steel industry launched the so-called 
administrative inflation by “seeking to increase profit margins too 
much” is at least somewhat better supported than his analysis of costs 
and price in 1957. Steel profit margins have been substantially higher 
since 1955. Although he did not make this point, but relied ex- 
clusively on his 1957 analysis, I shall cite the figures. This will give 
a balanced picture and show that costs are, nevertheless, the main 
factor—and all the more in the many industries where profit margins 
have not improved as in steel. Although taxes have become an im- 
portant cost, the chief one is direct and indirect labor cost. 

Table III presents the major costs and the profits per ton since 
1946.2° In accounting for the rise in the price of steel ** between the 
1946-53 average before administrative inflation set in, and 1954-57, 
employment costs accounted for 34.3 percent, materials for 35.2, de- 
preciation for 10.0, State and local taxes for 2.2, profit before income 
taxes for 18.9, and net profits for 10.0 

Corporate income taxes helped balance the Federal budget—with 
an anti-inflationary effect which offsets, as to the general price level, 
the increase in steel prices which is in question, or by replacing 
alternative taxes whose impact would have been as unpleasant as in- 
flation to those paying. If it is wrong to speak of the steel industry’s 
causing inflation by paying higher taxes, net profits should be the 
measure of steel’s contribution to inflation.” Teaiiine on which 


19'A few examples of discrepancies follow: The FPTC-—SEC series includes some companies 
that the American Iron & Steel Institute does not consider to be basic steel producers; the 
employment series in table VIII, pt. B, is for production workers only, while the annual 
data of the institute are for all employees; production man-hours go into unfinished as 
well as finished steel; and tons shipped in one month may have been “finished” (rolled) the 
month before. Furthermore, accounting figures for costs and profits are always based on a 
Variety of assumptions and estimates. 

”The data were published for 1943-45, also, but to use this period would be misleading. 
Price control was so strict that steel profits were below the prewar level, with only cement 
manufacture showing a lower return on net worth among 44 manufacturing industries 
(National City Bank of New York, Monthly Economic Letter, April 1945, p. 40, April 
tee toli cas, Woe steel wages per hour had already advanced 30 percent (in 1945) from 

e evel. 

“This derived price—total costs and profits per ton—is fictitious, though usable in 
broad comparisons. Nonsteel products sold by the industry are mixed into it. Since 
United States Steel has more outside products than its competitors, these industry figures 
are more reliable as a measure of steel-industry trends than the often used data of United 
States Steel alone. 

“My program for combating inflation is not, of course, to balance the budget by raising 
steel prices and profits. Nor do I favor keeping steel prices higher than they ‘‘should” be 
(whatever that level is) for the sake of the 52-percent corporate tax on profits. My point 
is only that, when one is discussing ‘“‘responsibility” for the overall price inflation through- 
out the presen, the credit to the steel industry for taxes it has paid is an offset against 
its debit for raising steel prices. Otherwise, we would be implicitly blaming the industry 
(for example) for the big increase in Federal tax payments by the industry between 
1946-48 and 1957, which was partly the result of higher tax rates. 
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series one prefers to use, the responsibility of profits ranges from 19.47 
to 41.499, or from 8.8 to 23.4, percent, for three other periods treated 
in footnote.” 


1946-48 to 1953 to 1957 1952-54 to 
1957 1955-57 


Percent of price increase accounted for by each item: 

Employment 

Materials 

Depreciation 

State and local taxes 

Profits before Federal taxes i ‘: 
Total (after taking account of changes in invest- 

ment income and long-term interest) -_- , \ 100.0 
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Even to. measure profits is a problem of accounting into which I am not equipped to 
enter. The industry claims that its depreciation charges are too low to replace its capital 
at present-day construction costs. Critics argue that the newest forms of capital are 
cheap to install in terms of what they produce. Another problem concerns the accelerated 
amortization charges on facilities completed after Jan. 1, 1950. In 1950 these amounted 
to a substantial 37 percent of the steel industry’s total depreciation and depletion charges 
(PTC-SEC, “Quarterly Financial Report for Manufacturing Corporations’), though they 
were down to 21 percent in the first 3 quarters of 1958. When these credits are used 
up, (1) charges to depreciation will be much reduced, hence (2) reported income will be 
much increased, hence (3). income taxes will also increase, hence (4) the so-called cash 
flow to the companies will decrease. 


The remaining 59 to 91 percent of the inflation push in steel— 
depending on the years and the definition of profits used—has come 
through costs. Thus between 1946 and 1957 employment costs in- 
creased $29.41 a ton, and material costs $42.18. A price increase of 
more than $70 a ton would have been needed to offset these, regardless 
of productivity.” 


23 Besides the 1946-53 and 1954-57 comparison, I have singled out the immediate post- 
war period, 1946—48, and 1957; 1958 and 1957; and the 2 latest 3-year periods, 1952-54 
and 1955-57. 

* The report of this subcommittee, ‘Administered Prices: Steel’ (pp. 35-38), compared 
unit labor costs and prices of steel, with 1947-49 and base years for each. It appeared 
that by 1956 the “deviation” of prices above,labor costs was greater than at any time 
since the origin of these statisties in 1919, The report concluded: ‘‘on the basis of the 
behavior of prices and unit labor costs during recent years the expectation, assuming all 
other factors to be constant, would be that net profits per ton of steel would tend to in- 
crease.” It found this expectation confirmed by the fact that net profits after taxes of 
\iee Steel per ton shipped had in fact increased (by 101.7 percent between 1947-49 and 

56.) 

One line in table III was inserted to help isolate the factors which, besides the increase 
in net profits, created this 1956 gap between prices and unit labor costs. It appears 
that employment costs per ton had increased by $18.52 from 1947-49. This was a gain 
of 41.3 percent as contrasted with the mere 28.3 percent gain of the series on “production 
worker payrolls” used in the report (and evidently taken from ‘Productivity, Prices, and 
Incomes, Materials’ prepared for the Joint Economic Committee by the committee staff, 
85th Cong., 1st sess., joint committee print, 1957, p. 220). The latter series excludes 
nonproduction workers (whom the industry does, however, have to pay) and certain 
fringe benefits (compare ibid., p. 144, footnote 1). Part of the difference is thus accounted 
for. Material costs increased by $26.83, depreciation by $4.68, taxes by $7.70 and net 
profits by $5.47. (This net profits increase was 65.1 percent, as contrasted with 41.3 
percent gain in labor costs.) 

There is still a discrepancy in the fact that the sum of all these costs and profits 
advanced only 50.3 percent, whereas the price index used by the report advanced 58.2 
percent (ibid., p. 222). Although each of these measures of prices has defects, the Iron 
Age composite price of finished steel used by the report is undoubtedly a better measure of 
everege, steel prices than the derived price of steel tonnage shipped) which is used in 
able ° 

Turning now to the 101.7 percent profit increase of U.S. Steel shown in the report, this 
was much greater than the 65.1 percent profit increase of the whole industry reported by 
the American Iron & Steel Institute. Since U.S. Steel charged the same prices as other 
companies, it must have kept its costs under better control, invested more effectively in 
cost-saving equipment or entered more profitable lines of production. ‘The report failed 
to notice that its greater profit increase made U.S. Steel unrepresentative of the industry. 
As for the profit increase obtained by the whole industry, it does not seem surprising in 
a period of general inflation combined with a business boom centering on heavy industry. 
Simultaneously, the BLS figure for average hourly gross earnings in steel increased by 
62.7 percent, and the American Iron & Steel Institute figure for employment costs per 
hour by 77.4 percent (ibid., p. 221). The employees sell hours of labor just as the com- 
panies sell tons of steel. But for those who prefer to compare labor costs per ton with 


profits per ton, the figures ($18.52 and 41.3 percent for labor costs and $5.47 and 65.1 
percent for net profits) are here to use. 
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Table [X shows the percentage of net sales of iron and steel indus- 
try products which is accounted for by each of these categories of 
cost and profit since 1946. Profits before taxes were 10.3, 15.4, 11.6, 
and 14.8 percent in the four successive 3-year periods; profits after 
taxes were 6.2, 6.9, 5.6, and 7.504, respectively.” 

Profits have taken a greater share of gross income in the most recent 
period than they did in most of the earlier postwar years, while labor 
and material costs have taken less than formerly.” 

The very purpose of the industry’s capital investments has been to 
reduce labor and material costs and increase profits. Profits normally 
increase in prosperity while the labor cost ratio tends to decrease; in 
recessions it is the other way around. In a capital goods boom like 
1955-57, it is not extraordinary that the greatest capital goods in- 
dustry should raise its profits ratio from 5.6 to 7.504 percent. Table 
X shows that steel’s rate of return on net worth in 1943-47 was one 
of the 5 lowest out of 44 manufacturing industries; in 1948-54 it 
averaged 17th from the bottom; and in 1955-57 it averaged 16th from 
the top out of 40.77 

An important point is that in the summer of 1955 several steel com- 
panies, influenced by rising demand (and perhaps yielding to years 
of urging from Government circles(?)), announced optimistic plans 
for plant expansion. But steel stocks were typically selling at only 
8 or 9 times annual earnings, and sometimes well below book value, 
in the midst of a bull market. Several corporations concluded that 
it would be too costly, in terms of the return that would have to be 
offered, to bid in the capital market for the necessary funds. Some 
are understood to have been turned down flat by investment bankers.”* 
So many big companies wanted funds for expansion, and so many 
smaller ones felt they had been too long denied normal prosperity 


*The fact that employment costs have averaged about a third of the steel industry’s total 
costs and profits (table IX) is the reason that the steel Industry (as Mr. Brubaker proved 
for 1946—56 in the hearings, “Administered Prices,” pt. 2, pp. 434, 518) has taken about 
$3 in added revenue for each $1 in added labor cost. Between 1946, when labor cost per 
ton was remarkably high for several reasons, mainly the long strike, and 1956, the share 
of employment costs in total sales decreased enough to make the ratio $3.23 to $1 (ibid.). 

“If profits before taxes, in 1955-57, had been only 12.2 percent of sales as in 1946-54 
(average annual figures) instead of 14.8 percent, there would have been only a moderate 
reduction in the price of steel. On the assumption that costs increased as they did, but 
that profits had remained at 12.2 percent of sales, the average price (i.e., derived price, 
according to table III) would have increased from its $152.71 average of 1946-54 to 
$181.75 instead of to $187.30. (The hypothetical 1955-57 price equals the cost com- 
onent of the actual 1955-57 price plus 12.2 percent of the hypothetical 1955-57 price.) 

he increase in profits before taxes would then be responsible for 16 percent of the price 
increase. This is merely illustrative and not to be taken literally, since its assumption 
swaich is only part of the truth) is that costs rise first, rather than that (1) the same 
orces push up both costs and profits, or (2) there is any interaction between the two, 
or (3) profits lead the way. 

“First National City Bank of New York, Monthly Economic Letter, April issues. 
These averages may indicate, so far as profit and net worth data, with their inherent pit- 
falls, can do it, that the industry has raised its profit up to normal rather than above it. 
This is a matter of opinion, however. Mr. Brubaker feels that “17th on a list of 41” Its 
“pretty darned good,” since earnings of both steel and “other industries” are “far, far too 
high for the good of the economy’—even if not “thievery of the worst sort” as United 
States Beeel's were in some years prior to 1917 (hearings, “Administered Prices,” pt. 2, 
pp. 502-503). 

% Most industries since the war have favored reinvestment of earnings as against issue 
of new stock. One apparent reason is that to pay out larger dividends and then ask the 
stockholders to subscribe to new stock means getting back from them only what the 
Personal income tax collector has left. If the corporation keeps its selling prices low and 
relies on the capital market instead of reinvested earnings for funds, it will have too low 
a price-earnings ratio to appeal to new investors. Experts could undoubtedly comment 
at length on the merits of internal and external financing. Certainly much of the growth 
in capital, which has made America rich and on which we are counting for the rising 
rate of growth which is so much desired, came through the traditional American method 
of ploughing back part of the earnings of each year into the business. On the other hand, 


more, iy advantages in having big expansion plans “run the gauntlet of the capital 
rket.” 
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profits, for there to be any industry objection to the higher prices 
announced in July 1955. But notice that the profit increase—40 or 
50 percent over the year before—had already begun in the last quarter 
of 1954 *° as a result of increased sales of steel. They showed no fur- 
ther improvement when the price went up, since costs had now risen— 
particularly on July 1 itself. 

The steel industry could not have raised prices and increased its 
profit margin over 1946-54 if it had not so often been charging less 
than the full price which would equate supply and demand—as wit- 
ness the frequent gray markets. While the nonadministered prices 
had been raised to the full extent allowed by demand, many concen- 
trated industries had limited their price increases. Under pure com- 
petition, steel prices would have been raised much sooner. ‘This fac- 
tor helps explain the contrasts in Dr. Means’ charts. 

The postwar economy, with its emphasis on armaments, construc- 
tion, and consumer durable goods, has called for much more steel in 
comparison with light goods such as textiles and leather than the 
prewar economy. It seems to me that Dr. Means should have done 
more in the way of analyzing relative trends in demand for his ad- 
ministered and nonadministered products.” 

The steel industry has not raised prices in the face of declining 
demand with the abandon sometimes alleged. In July 1957 not only 
this industry, but forecasters generally, were expecting a business 
improvement.*? In 1958 prices were not raised at once when wages 
went up, but only after an upward trend in orders had been estab- 
lished—which the price advance did not interrupt. 

Senator Kreravuver. At that point, I believe, it was a month or 5 
weeks after the wage increase that the price increase was made. Is 
that right ? 

Mr. Wuirney. Yes. 

A price increase is bad economics for the Nation when there is 
much unused capacity, though it may pay the industry in the short 
run if demand is inelastic. In the long run, it may boomerang as 
some markets slip gradually away. However, labor as well as )usi- 
ness seems to have something of a high-price philosophy. The union 
insisted on its wage increase in July 1958 although 25 percent of its 
members were unemployed, and it now demands a “billion dollar 
package” (greater than steel net profits in 1958). 

Table XI illustrates the more powerful “cost push” which admin- 
istered prices have faced. Twenty-one industries are ranked accord- 


* Table VI. 

2% Compare part of the answer to his paper by Ralph A. Young, Director, Division of 
Research and Statistics, Board of Governors of the Federal Reserve System: “* * * in 
1955 and 1956 * * * the industries which experienced the largest increases in prices 
were those operating at record levels, with output at or close to the limits of capacity” 
(printed in the Congressional Record, Feb. 9, 1959, p. 1960, by Senator Proxmire, who 
had requested Dr. Young’s opinion). Dr. Means may have merely postponed analysis of 
the demand factor until later in the long study on which his paper says he is engaged: 

Demand had increased more than supply between the 1920’s and the 1950’s, if supply 
is measured by ingot capacity. In no year from 1918 through 1940 did production of 
ingots and castings average as high as 90 percent of capacity. Between 1940 and 1955, 
ingot capacity was increased by 54.2 percent, while production increased by 74.6 percent 
(annual statistical report of the American Iron & Steel Institute, 1957, p. 53); in this 
interval operations as a percent of capacity increased from 82.1 to 93 percent. By 1959 
ingot canacity had reached 80.9 percent above 1940. 

%.“Wifty-two out of the 57 economists who replied to my semiannual questionnaire on 
the business outlook confirm * * * that recovery would be underway in the second half” 
(column of J. A. Livingston, the Sunday Bulletin, Philadelphia, June 30, 1957). The “52” 
timed their prediction just right to be -— wrong, although the other 5 may have been 
equally or even more wrong if they carried their bearishness on for another year. 


oo. 


—=- 


ee ee eee ee 





d its 
r less 
 wit- 
rices 
ncen- 
com- 
s fac- 


struc- 
2e] in 
n the 

done 


is ad- 


ining 
; only 
siness 
wages 
estab- 


1 or 5 
p, i 


ere is 
short 
ng as 
; busi- 
union 
of its 
dollar 


dmin- 
ecord- 


ision of 
+ * * in 
n prices 
apacity” 
ire, who 
alysis of 
gaged. 

f supply 
ction of 
nd 1955, 
; percent 
; in this 
By 1959 


naire on 
nd half” 
rhe “52” 
ave been 


ADMINISTERED PRICES 5023 


ing to the size of their price increases from 1953 to 1958 as charted 
by Dr. Means, and their increases in hourly gross earnings are com- 
pared. Steel leads the field in both price and wage increases. Steel- 
using industries rank next in price increases, though only third (due 
to a big advance in the very low tobacco wage) in wage increases. 
Then come, in order, the mixed groups and the competitive industries. 
If an industry’s demand position is strong, this strengthens the pric- 
ing power both of the union and the industry. 

hen a round of wage increases going beyond the gains in produc- 
tivity sweeps through the economy, it raises labor costs of each indus- 
try directly and, through materials purchased, indirectly. This is, 
I suppose, why steel executives have claimed for a long time that 
costs of materials and services increase, historically, “in somewhat the 
same proportion” *? as employment costs. Dr. Means states that 
“there is no reason to expect” this to happen in an administrative in- 
flation * but table XII indicates that it did happen. Thus, from 
1952-54 to 1957, when the share of employment costs in total sales and 
the rate of operations in relation to capacity were almost identical, 
both employment and material costs increased by approximately 
$1,450 million. From 1946 to 1957 employment costs increased $3.5 
billion, and materials $4.6 billion; from 1947 to 1957 the increases 
were $3.0 and $3.6 billion.** 

Senator Kerauver. Dr. Whitney, excuse me. We are delighted to 
have the distinguished Senator from Wisconsin, Senator Wiley, pres- 
ent for this discussion. 

Mr. Wurrney. What would have happened if the steel industry 
had accepted the advice sometimes given it to hold the price line 
despite rising costs? ** Table XIII makes the very liberal—truly 
impossible—assumption that at such a relatively low price for steel 
enough would have been sold in 1957 to let the industry operate at full 
capacity. It assumes no additional cost at all except that materials 


® Dr, Means’ statement, p. 4765. 

“Should we also assume that other costs went up in somewhat the same proportion? 

is is what one could expect in a general inflation arising from excess demand. But there 
ig no reason to expect such an increase in an administrative inflation* * *” (statement, 
p. 4765). A contrasting point of view, that a good deal of the rise in the price of mate- 
rials and services bought by the steel industry is the effect of its own price increases, is 
represented by Mr. Brubaker (hearings “Administered Prices,” pt, 2, pp. 431, 494, 500). 

* The 1952 annual report of the nited States Steel Cor ., to prove that material costs 


rise along with employment costs, prcoenta a table (p. 27) which showed that the net 


increase in material costs per ton had been 138 percent, and in employment costs, 155 
percent, between January 1941 and December 1952. It broke the 12 years down into 
six periods, and Mr. Brubaker reprinted them (although not the overall percentage gains) 
to show lack of correlation between the increases in the two types of costs within each 
of the six periods, In one of them, employment costs increased 6 times as much as 
material costs. He then declared the steel company’s claim to be “utterly faliacious” 
(hearings, “Administered Prices,” pt. 2, p. 519). 

Had Mr. Brubaker measured the total rise in employment and material costs between 
Bis first and last years, 1941 and 1952, he would have found that the former had increased 
o $694 million and the latter by $703 million. This is pretty close to the dollar-for- 
; llar increase which is said to be “a tradition in the steel industry” (A. D. H. Kaplan 
ae B. Dirlam, and Robert F. Lanzilotti, “Pricing in Big Business: A Case Approach,” 
tre okings Institution, Washington, 1958, p. 16). If steel industry spokesmen have claimed 

at the quantities increase “by exactly the »ame amount” (Mr. Brubaker’s testimony, 
p 490) between every pair of months, or even between any pair of years, they fully deserve 

© verbal castigation given United States Steel’s figures by Mr. Brubaker. 

1980 nate Leon Keyserling’s statement reprinted in the Congressional Record, Feb. 1 
4 , DP. 2156: “In the period leading up to the recent economic recession, administere 
th ustrial prices rose rapidly. And the profits earned by great industries which lifted 
thi, t prices were enormous: their profits rose far more than their prices. Accordingly, 
on 8 very clear: Even with the wage increases which actually occurred these prices 
oe d have been held steady—or raised very little—and still yielded fair profits. Lookin 
' grdministered consumer prices, the situation was much the same.’ The exact years an 
“aman to here are not clear, but, as applied to steel, the statement seems 
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would increase proportionately to output. The sum left for Federal 
taxes, dividends, and reinvested income would then have been reduced 
by 77 percent.°** 

CONCLUDING REMARKS 


In concentrated industries there is naturally danger of collusion. 
Even in unconcentrated industries the antitrust agencies find or 
strongly suspect collusion about once a fortnight.*7 This has long 
been so. Why, then, have prices since the war shown this new tendency 
to keep moving upward? Concentration has not sharply increased. 
One new factor is national collective bargaining, which works in 
favor of collective, presumably not illegal, price action. With costs 
of all companies advancing simultaneously, complete independence in 
setting prices is hard to conceive—especially with products as homo- 
geneous as steel. Steel prices did not show the inflationary character- 
istics found in them by Dr. Means prior to the regular rounds of wage 
increases since 1946. There was no uptrend, and they did fluctuate.* 

I am not alleging that rounds of wage increases could result in 
inflation without reference to monetary factors. 

Our understanding of the phenomena of price uniformity and lead- 
ership in steel and other industries is still inadequate. More price 


competition seems desirable, though not the all-out “throatcutting” in 
depression and “sky’s the limit” in booms of so-called “pure” or “per- 
fect” competition (as in the stock market or in unregulated farm 
prices). It would be still worse to freeze the price system iurther by 


creating new public utilities through undue emphasis on tying prices 
to costs. A flexible economy is more likely when prices are allowed to 
follow demand.*® 


' Iam submitting, but not reading, appendixes on four related topics. 
Appendix A indicates that profits, in other industries than steel, have 
tended to decrease in proportion to ificome produced. B shows that, 
contrary to a point made by Dr. Means, steel and other manufacturing 
wages have risen faster than the cost of living no matter which year is 
used as the base. It also criticizes the claim of the union that “real” 
wages shuold rise in pace with an industry’s advance in man-hour 
productivity. C bring out that sales of the three biggest steel com- 

anies have not outstripped those of the industry, and that United 
States Steel’s relative es in profits is not a cause of inflation. D 
presents without evaluation facts on three of the other topics which 
sxannot be ignored in studying inflation since 1953: the rise in consumer 
income, of which 82.4 percent has gone to the employee group: the 
expansion of money and credit; and the rise in Government spending. 


%6 There is no reason for profits to be higher than will suffice to attract the capital needed 
by an industry in the light of public demands for its products. But it would be far- 
fetched to expect capital to flow in at a rate of earnings on equity under 3 percent (i.e., 23 
percent of the 10.8 percent earned in 1957, table XIV). 

87 See their press releases. 

% Iron Age’s composite price of finished steel, put on a 1947-49 base by the staff of the 
Joint Economic Committee, ran as follows from 1921 through 1930: 72.0, 62.7, 79.6, 74.9, 
68.9, 68.3, 65.0, 63.9, 67.6, and 62.3. In 1936, the year before the union came, the index 
was still only 62.5 (Productivity, Prices, and Incomes,” p. 222). 

*® The union’s economist approves the principle of pricing for profit: “It is, indeed, 
remarkable that, in the profusion of arguments, statistics, and economic theories which 
have been advanced to explain wage increases, there is almost never found mention of one 
central fact which would go a long way toward helping the public understand the workings 
of our economic system. That central fact is that the mainspring of our economy is the 
profit motive. In other contexts, this fact is often brought forth, but in public discussions 
of corporate pricing policies this fact is conspicuous by its absence. It is as if no com- 


pany or industry ever raised its prices in order to make money” (Otis Brubake arings, 
“Administered Prices,” pt. 2, p. 513). me a 
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I regret having had to devote my time to a single industry, since 
inflation is an economywide problem, but I felt forced to do so by Dr. 
Means’ own choice. His invention of the concept of administered 
prices was one of his many original and valuable contributions, but 
this does not mean that we can understand inflation through that con- 
cept alone—isolated from the cost, commodity demand, income, money 
and credit, public and private spending, and other factors which guide 
our whole ecanomy, including its prices. 

I do have, Senator Kefauver, a short addition I wrote. I think you 
would like to hear it. It is my comments on the testimony of the last 
3 days. 

Smaies Keravuver. Is that written? 

Mr. Wurrney. It is right in here at page 48. 

Senator Kerauver. All right, Dr. Whitney. Will you read it? 

Mr. Wurrney. I have considered my usefulness here to consist in 
testing the opinions of some of the other witnesses against statistics. 
I want to do this briefly for certain points in the statements this 
week by Dr. Means and Dr. Galbraith. On some of their other points, 
I was in agreement. 

PRODUCTIVITY 


Dr. Means told you that man-hour productivity in manufacturing 
increased 11.53 percent from 1953 to 1956 and probably nearly 4 
percent in 1957.” 

The BLS figure is 7.1 percent from 1953 to 1956, and 0.5 percent 
in 1957. This illustrates the lack of such agreement on current pro- 
ductivity trends as Dr. Galbraith told you, with easy assurance, 
exists. 

Dr. Means also said that “between 1953 and 1957 factory workers’ 
average hourly earnings, adjusted for productivity increase, rose 
only half as much as the cost of living”, hence were not an inflationary 
influence. I would like to see the proof that any increase beyond 
the productivity trend is not inflationary. I too hope “real” earnings 
will keep on rising. They did rise between 1953 and 1957—by 10.4 
percent (table XVIT). 

Dr. Galbraith added his endorsement of a suggestion often heard, 
that union-bargained wage gains should be limited to the national 
average of productivity gains. He cited automobiles as an example 
where productivity trends are (in his opinion) easy to calculate. 
Then he mentioned that barbers should get wage increases even if 
their productivity did not increase. Being asked: “Do you favor 
using the individual industry productivity figure, as per your auto- 
mobile illustration, or the national average, as per your barber 
illustration?” he replied, disarmingly, something like this: “I favor 
the national average, but adjusted to the individual industries.” 
What does this mean ? 

PROFIT MARGINS 


Dr. Means brought out that steel prices had increased 186.2 per- 
cent, and wholesale prices, only 89.5 percent, since the 1926-29 aver- 
age. One must assume from this whole theory that steel profit 


© See his statement, p. 4910. 

“T am not impugning the series used by Mr. Means for 1953-56 (he offered only a 
Projection for 1957); it is from an outstanding statistical sourcebook. Compare also 
estimates in Fortune, March 1959, pp. 108-110. 





5026 ADMINISTERED PRICES 


margins must have been substantially higher in 1955-58 than in 
1926-29. But analysis of the figures does not bear this out. United 
States Steel’s profit margin on sales before income taxes was 11.49 per- 
cent higher in the recent period, but its net profit after taxes was 28.8 
percent lower.“ Moreover, all manufacturing industries together 
had more than doubled their pretax margins, while their net profits 
had held up better than United States Steel’s—so that the improve- 
ment in the steel profit margin before taxes was part of a general 
movement and not the result of stee] prices going ahead of costs.* 

Since United States Steel’s own profit has shown such a strong re- 
covery since 1953 (table XIX), the rest of the industry may have 
registered a decline even in the pretax margin. 

Professor Galbraith, summing up the viewpoint of this school of 
thought, said: “So the increase in wages is covered by a price in- 
crease—usually with something more.” ** In testing this opinion, 
which is basic to the special blame placed on concentrated industry by 
this school of writers, profit margins were collected for the 7 indus- 
tries named by Dr. Galbraith as having “largely accounted for” the 
“commodity inflation * * * since the late forties.” The figures do 
not check with the theory. From 1947 through 1957 the average 
pretax profits margin of these industries, as percentages of sales, were 
as follows, in order of years: 11.3, 11.1, 9.7, 18.1, 13.1, 10.8, 10.1, 9.3, 
11.3, 10.50, and 9.9.*° 


4 United States Steel’s profit margins were as follows: 


1955-58 


Percent of sales: 
Profits before taxes , 19.4 
Net profits . L 8.9 


43 For all mannfacturing, we have no data before 1929 6r after 1953 (Survey of Current Business, National 
Income Editions, 1954, pp. 184-185, 188-189, 204-205, 1956, pp. 17, 20). 


1953 


Percent of sales: 
All man facturing: 
Profits before taxes. 
Net profits 
United States Steel: 
Profits before taxes 
Net profits 


* Following quotations from p. 4927. 

* Ratio of profits before taxes to sales for the manufacture of steel, fabricated metals, 
electrical machinery, automobile, pulp and paper, rubber and tobacco products, (Dr. Gal- 
braith’s “fabricated steel” was not available in the FTC-SEC Quarterly Financial Reports 
for Manufacturing Corporations, from which these data were taken. Electrical machinery 
is used as the most concentrated type of machinery. Beverages, Dr. Galbraith’s eighth 
industry, is not available in the source.) 


1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 | 1957 


1 5 ; 15.3 
Fabricated metals. -.._...- ' 6 b 12.1 
Electrical machinery ; ; ‘ 13.1 
Automobiles b bs 4 17.4 
a sc cent a ne oaacet Rae 3. é 15.1 

5 » . 10. 1 
Tobacco , y ‘ 8.9 


Average 
The same computations were made for net profits after taxes, but will not be spelled out here. 


The average ratios, by years, were 6.6, 6.7, 5.9, 7.0, 5.1, 4.4, 4.3, 4.5, 5.5, 5.2, and 4.9. Note that only 
steel and tobacco increased their profit margins in 1957 over 1953. 
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The same picture, of fluctuations but not a rising trend, is shown 
by the rates of return after taxes on stockholders’ investment derived 
by the Federal Trade Commission from the reports of 241 companies 
in seven of Dr. Galbraith’s industries. This average return, from 
1947 through 1956, ran as follows: 15.4, 16.3, 14.4, 17.8, 18.7, 11.7, 
12.1, 11.9, 14.7, and 12.7. 

Finally, the average of the ratios of net profits to sales, for the 
biggest company in each of the eight industries, ran as follows (from 
1947 through 1957) : 6.8, 7.0, 7.2, 7.7, 5.56, 5.3, 5.46, 6.3, 6.8, 6.6, and 
6.2 percent.” The gradual rise in profit margins, that would have 
followed if the companies regularly charged the public more than 
their cost increases, does not appear. 


UNUSED CAPACITY IN STEEL 


Fritz Machlup gave a more classical economic analysis than Dr. 
Means or Dr. Galbraith. He said little about the facts of steel prices 
except that he (like most every one else so far) had been convinced 
by Dr. Means’ charts. On steel wages, he spoke strongly against their 
rising as fast as the productivity trend in steel itself. I felt the need 
of testing only one of his statements against the statistics. He said 
there had been more unused steel capacity in recent years than in the 
past. In fact, operations averaged 81.2 percent of ingot capacity in 
1914-18, and then, by 10-year periods, 69.9, 50.9, 87.7, and 86.3 per- 
cent (this last for 1949-58). Furthermore, 27.51 percent more tons 
of steel were produced in this last decade than in the previous one.“ 

Senator Kerauver. In fairness to Dr. Machlup, it should be men- 
tioned that he was talking about the latter part of 1957. He wasn’t 
going by 10-year periods. 

Mr. Wurrney. Fine. I remember the words, I think, “recent years.” 
Imay be wrong. But if he meant 1958, he is absolutely right. 

— Keravver. 1958 did get down to 50 or 55 percent, as I 
recall, 


CAUSES OF INFLATION 


Mr. Wuitney. Dr. Galbraith gave the following capsule summary 
of his views as to the cause of inflation : “In that sector of the economy 
where firms are large and the control over prices is substantial, there 
1s opportunity for large discretionary increases in prices when demand 


is favorable” and “* * * near full employment levels * * * in indus- 
tries characterized by strong firms and strong unions, prices and wages 
will react on each other in a steady upward spiral.” “ 

If big firms and concentrated industries advance their prices when 
demand is generally “favorable,” surely small firms and purely com- 


“Report of the FTC on Rates of Return for Identical Companies in Selected Manufac- 
turing Industries, 1940, 1947-56, p. 3. The rates are for net profits, after taxes. 

Here, as in the preceding series, there was a jump in 1950 as a result of the Korean 
war boom in business. Between 1949 and 1951 the gross national product increased by 
approximately $70 billion. It would have been strange indeed if corporate profits had not 
increased at that time. 

et profit ratios were used because these are more easily obtained from annual reports. 
The companies are United States Steel, American Can (here, as in the comparison based on 
footnote 54, the can industry had to be used as the example of “fabricated steel roducts”’), 
General Blectric, General Motors, International Paper, Goodyear Tire, R. J. Reynolds 
Tobacco, and Joseph DB. Seagram & Sons. 
‘a Annual Statistical Report of the American Iron & Steel Institute,” 1957, p. 53, and 
RS git, Current Business.” See p. 4955 for Dr. Machlup’s exact sattement. 


35621—59—pt. 10 —12 





5028 ADMINISTERED PRICES 


petitive industries do it too—only sooner. The steel industry has been 
sharply criticized by some economists—for example, Walter Adams, 
one of the witnesses on administered prices in January—during the 
postwar years when it was holding down prices, the argument being 
that it was violating “the dictates of consumer demand.” 

Senator Kerauver. Dr. Whitney, just a minute. 

Dr. Means, we are glad to see you here. You have been talked about. 
You had better sit down at the table. 

Mr. Means. I am sure there is a basis for argument. 

Senator Keravuver. Sit down at the end of the table, Dr. Means. 

Mr. Means. Then you will make me talk. 

Senator Kerauver. We want you to be comfortable. 

Mr. Wuirney. If the rise in demand is particular rather than gen- 
eral, and favors the concentrated industries, it is scarcely surprising 
if the unfavored sellers do not take advantage of it. 

Dr. Galbraith’s analysis puzzles me. He says inflation occurs when 
we are near full employment, but what is now agitating us is the rise 
in wages and prices when we are below that level. In those other cases 
(certainly more typical) where rising prices have in fact been a re- 
sponse to favorable demand, why was demand favorable? It sounds 
as though Dr. Galbraith is trying only to explain why, the inflationary 
force being already there, it puts prices and wages in motion. But 
there are two questions: Whence came this force? When does it trig- 
ger the rise? 

The fact that the money supply doubled, and more, during the war, 
and is now 51% times the figure of 20 years ago, must be significant. 
Real output (gross national product adjusted for price changes) is 
slightly more than twice as high as 20 years ago. 

Bengtet Keravuver. At that point, you examined the President’s 
Economic Report, I believe, Dr. Whitney, in its comparison of 1955 
with 1958. In the report, the gross national output, taking the prices 
as of those 2 years, comes to about $38 billion more, but when you 
take it in terms of 1958 prices, it is only $1.6 billion more in 1958 
than in 1955. And when you take the population increase, that is a 
decrease in per capita income on 1958 prices. 

Mr. Wuirney. That is true. 

Prices have doubled, and would be higher still but for the rela- 
tively low rate at which money has been circulating. The third-to- 
the-last chart in Dr. Ralph Young’s paper shows that gross national 
product was 314 to 4 times the money supply in the 1920's, and this 
ratio has been slowly rising from twice the supply in 1946 to a little 
more than 3 times since 1955. If the velocity of spending keeps on 
rising, further inflation can be forestalled saly by a tremendous im- 
provement in productivity. 

Although velocity naturally increases with prosperity, it seems 
possible that another important new factor in the postwar economy— 
strong unions—has helped to trigger the increases we have had. If 
labor costs rise, but sentiment continues optimistic, business firms 
can raise their prices in the expectation that the banking system will 
make the necessary funds available. Their ultimate source is the 
store of money and liquid assets. It might have remained unused, 


ob. Beek American Industry,” Macmillan, New York, 1960 ed., p, 100, 1008 
+» D. ° 





sing 


hen 
rise 
ases 
_Te- 
inds 
ary 
But 


rig- 


war, 
ant. 
) Is 


snt’s 
1955 
rices 
you 
1958 
is a 


rela- 
1-to- 
onal 
this 
‘ittle 
s on 
; im- 


eems 
ny— 
; a7 
firms 

will 
; the 
used, 


, 1954 


ADMINISTERED PRICES 5029 


waiting for a rainy day, but as the wage-price spiral gets under way 
its holders have to call upon it to pay the higher prices. I shall not 
press this hypothesis, but I do think the administered price theorists 
should bring the money factor into their argument. 


REMEDIES 


Much study and discussion must precede our finding any acceptable 
remedies for inflation. The hopeful note that I find in Dr. Gal- 
braith’s paper is his endorsement of the principle that wage advances 
should not exceed the gains in labor productivity, thus making gen- 
eral price increases unnecessary. ‘There are many “bugs” in the idea 
still, but it represents hope. 

Thank you. 

(Supplemental appendixes and tables are as follows :) 


APPENDIX A. SHARES OF PROFITS AND EMPLOYEE COMPENSATION IN INDUSTRY 
AT LARGE 


Steel was the focus of Dr. Means’ study, and therefore of my critique but the 
figures for all industry are to most people of greater interest. Table XIV 
presents the FTC-SEC series, which originated in 1947, on profits after taxes 
both as a percentage of sales (the appropriate standard in a study of inflation) 
and of stockholders’ equity (which is interesting in other respects). The 3- 
year averages at the bottom of the table show, if anything, a downward trend. 
The 1955-57 figures, high as a group, were not out of line with those of any 
year before 1952. The steel industry 3-year averages, placed alongside, show 
a considerable similarity—even though steel’s central role in the 1955-57 capital 
goods boom allowed it to do better profitwise in recent years than many other 
industries. 

Table XV gives the shares of compensation of employees and of corporate 
profits, with other components excluded, in the national income. Corporate 
profits are shown both before taxes (but with inventory valuation adjustment 
as made by the Department of Commerce), in which form they enter the na- 
tional income figures, and after taxes (without such adjustment), in which form 
they are of interest to the owners of the corporations. To shorten the table, 
only 1929 (the first year available), and 1941 (the one year of real prosperity 
between 1929 and the war), and the postwar years are used. Because effects of 
the long-run drift of independently employed persons into the status of em- 
ployees and of business firms into the status of corporations are not excluded, 
the changes since 1929 and 1941 will not be discussed. Since 1946 there has 
been a rise in the share of employees, no clear trend in that of corporate profits 
before taxes (which reached their peak in 1950 and 1951), and an apparent 
downtrend in corporate profits after taxes. 

Table XVI shows the division of the income produced by corporate business, 
as between profits and compensation of employees. Corporate profits before 
taxes ranged between 20.9 and 27.6 percent of the sum of profits and of em- 
ployees compensation (exclusive of that received by corporate officers), with 
no clear trend. But a downtrend does appear in corporate profits after taxes, 
as compared to compensation of employees. In 1929 profits were 20.9 percent 
of the total of the two; in 1941, they were 19.6 percent; in 1946-50 they aver- 
aged 18 percent; in 1951-54, 11.5 percent; and in 1955, 13.2 percent. It would 
seem out of proportion to lay great weight on the 1955 figure, which was still 
below any year before 1952, and which table XIV indicates must have been 
temporary. 


APPENDIX B. RELATIVE INCREASES OF WAGES AND CONSUMER PRICES 


Dr. Means calls the inflation from 1942 to 1953 nonadministrative or monetary, 
and says: “During most of this inflation period, wage rates went up less quickly 
than the increases in productivity and in cost of living would justify and by 1953 
had hardly caught up with the general price level.”™ Those arguing for higher 


——— 


"P. 4762. His reference was to steel wages. Mr. Brubaker also claims that wages 
have lagged behind prices. 
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wage rates sometimes claim that even yet wages have not caught up with the 
cost of living. 

Table XVII presents figures in rebuttal. Between 1942 and 1953 gross hourly 
earnings in steel increased by 112 percent, and weekly earnings by 109 percent, 
while the Consumer Price Index advanced by 64 percent. If one were to take 
any earlier year, the discrepancy would be even greater (illustrated in table 
XVII by 1932, the first year available, and 1937). 

In all manufacturing, as in steel, earnings have increased faster than the Con- 
sumer Price Index. The only significant exception was from 1945 (when hourly 
earnings in manufacturing were already 40 percent higher than in 1941 whereas 
consumer prices were only 22 percent higher) to 1947, while prices were catching 
up after the wartime controls. In these years hourly earnings advanced 21 per- 
cent and prices 24 percent. By the very next year, 1948, earnings had caught up. 

Mr. Otis Brubaker, research director of the United Steelworkers, told this sub- 
committee that surely real straight time average hourly earnings in steel should 
increase at least as fast as production per man-hour, whereas between 1989 and 
1957 the former had increased only 52.7 percent and the latter, 71.2 percent.™ 
He added that the steel industry would not too seriously quarrel with this 
conclusion on our part.” I do quarrel with it, and thus apparently with both the 
industry and the union. To my mind, the comparison made has nine possible er- 
rors—even if we ignore the open end possibility introduced by the concept that 
wage rates should rise this much or more. 

(1) If wage gains and productivity gains are to be kept in line, it should be on 
the basis of a carefully calculated long-term trend in productivity, whereas Mr. 
Brubaker’s base year was one of depression and his terminal year one of boom. 

(2) Mr. Brubaker’s 1957 productivity figure was exaggerated, as discussed in 
footnote 17. This illustrates another danger in basing wage increases on short- 
term productivity. 

(3) Use of straight time hourly earnings omits all fringe benefits to the 
worker, which are also fringe costs to the employer. The productivity gain 
hardly protects the employer when the formula excludes these costs. 

(4) If the increased productivity in steel results in shorter hours of work 
instead of increased output, there could be no claim for increased pay. This is 
merely a theoretical objection to the principle, since in fact hours were longer 
in 1957 then in 1939. 

(5) If the increased productivity was the result of increased capital invest- 
ment, the need for higher depreciation charges may make it uneconomic to raise 
wages by the same percentage amount that préductivity advanced. 

(6) If the cost of living goes up due to decreased supplies of perishable con- 
Sumer goods (meat, fruits, or vegetables, for example), or due to increased 
spending on consumer goods by some section of the public whose purchasing 
power the Government has formally undertaken to lift (the unemployed, or 
social security beneficiaries, for example), then insistence on a real wage rising 
according to productivity of the steel industry means that all other consumers 
must suffer a rather serious cut in their standard of living. 

(7) If the output of the:steel industry does not go into consumer items in the 
same degree as does the output of other industries, the higher productivity in 
steel does not in fact increase the flow of consumer items sufficiently to satisfy 
the demand for a higher real wage. This factor becomes especially important if 
more of the steel is going into armaments, but it is also important when the steel 
is going into a construction program which may not bear fruit in consumer goods 
until later, and then only in increments accruing periodically. 

(8) The formula that production incomes should increase enough to absorb 
the gains of rising productivity prevents the passing on of any of the benefits 
to consumers. 

(9) If the workers in industries in which productivity is rising faster than 
the national average achieve wage gains equal to their own productivity gains, 
they will either gradually become a high-paid elite compared to other workers, 
or the other workers will have to receive comparable wage increases. But in that 
case the average wage increase will outstrip the average gain in productivity 
for the economy as a whole, and we will have price inflation. 


8 Hearings, Administered Prices, pt. 2, pp. 447-449, 522-525. Real wages are, of 
course, Wages adjusted for changes in the cost of living. Mr. Brubaker says his formula 
should he the basic floor of wage increases (p. 523). 

53 Ibid., p. 448. 
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ApPpENDIX ©. Lakce VERSUS SMALL Steet CoMPANIES 


Dr. Means did not make his analysis in terms of large versus small com- 
panies. Some, however, have emphasized the fact that in many industries sales 
and profits of the largest companies have improved much more between 1947 
and 1957 than those of their smaller competitors. 

Table XVIII illustrates this trend for manufacturing as a whole. It appears 
that between 1947 and 1954 sales of corporations with assets over $100 million 
increased from 34.8 to 46.4 percent of total sales, while their net profits in- 
creased from 37.3 to 66.3 percent of total profits. From 1954 to 1957 the biggest 
corporations increased their sales and profits a little further. If, however, 
one shifts from the large to the small category, for 1957, 64 manufacturing 
companies which expanded across the $100 million asset line between 1954 and 
1957, it is seen that the real shift between the two groups occurred between 
1947 and 1954. Some of this earlier shift must also have represented a move- 
ment of companies across the $100 million mark. A substantial part of it seems 
to have been the result of the fact that the corporations with the largest invested 
capital operate, by their very nature, in the heavy industries. Public and pri- 
vate demand were directed much more toward metal products (such as aircraft 
and automobiles) than toward light goods such as textiles, in 1954 by com- 
parson with 1947. Nevertheless, for present purposes, we can assume that a 
shift of both sales and profits, but especially profits, from smaller to larger 
companies occurred after 1947. 

In steel, a shift has apparently occurred in profits, but not in sales (table 
XIX). More specifically, Bethlehem Steel increased its profit ratio much 
faster from 1947 to 1953 than did the industry as a whole, while United States 
Steel had its own great profit advance between 1953 and 1957. Bethlehem has 
improved its sales relative to the industry as a whole, but United States Steel 
and Republic Steel have not. These three account for about half of the indus- 
try’s sales. 

Such shifts between small and large companies do not bear significantly on 
the inflation problem. When United States Steel’s profit ratio advances faster 


than that of the rest of the industry, it reflects greater activity in profitable 
lines or greater operating efficiency in the broadest sense. If its only method 
of achieving such a profit improvement had been by raising prices, smaller 
companies, whose prices would be advancing to the same degree, would show a 
corresponding profit increase.™ 


APPENDIX D. THREE ECONOMIC TRENDS BEARING ON INFLATION 


I make no claim to a fundamental understanding of the problems of inflation, 
especially as viewed in its setting of the whole question of economic stability and 
growth, and in its relation to social and political forces and international affairs. 
But I do want to direct attention to several measurable economic trends which 
cannot be ignored in diseussing the causes of rising prices: consumer income, 
money and credit, and government spending. What makes the discussion hard 
is that they are effects as well as causes. When prices rise, dividends go up, 
people have to borrow more money to make the purchases they had in mind, 
governments have to increase their total expenditures. On the other hand, prices 
will not rise unless sellers have good reason to expect that buyers will be able 


* A letter by Eugene Havas to the editor of the Washington Post (Feb. 19, 1959, p. 20), 
beginning with an endorsement of Dr. Means’ testimony, goes on to a criticism of the 
profits made, and dividends and executive compensation paid, by steel companies. 

Since this letter was reprinted by two Senators in the Congressional Record (Feb. 23), 
I shall make brief comments on two of his criticisms, (See also short reply by Alden 
Potter, Washington Post, Mar. 1, p. E4.) 

(1) Profits —The letter itself unconsciously concedes (‘‘whether some of the less effi- 
cient marginal steel companies needed the increase to maintain profitable operation is 
debatable; what is certain is that some of the big companies such as United States Steel, 
Bethlehem, Republic, etc., did not need it”), that price control to keep down the profits 
of the big corporations would put a real squeeze on the lesser profit margins of the small 
ones, 

(2) Dividends.—All steel companies (according to the annual statistical report of the 
American Iron & Steel Institute paid common stock dividends averaging 2.9 percent of 
sales in 1946-47 and 3.5 percent in 1956-57; United States Steel paid 2.2 and 3.5 per- 
cent; and Bethlehem, 2.0 to 3.8 percent. United States Steel had paid an average of 
3.8 percent in the 1920’s, and 1.7 percent in the 1930’s. It is implicit in the theory of a 


free enterprise economy that investors in profitable enterprises receive corresponding 
rewards, 
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(even if reluctant) to pay more. Disentangling degrees of cause and effect 
would be a complex task. 
I. CONSUMER INCOME 


Table XX shows the breakdown of the increased money purchasing power 
from 1953 to 1958 among the major groups of income receivers. The increases 
in imputed (nonmoney) income are separated out. Estimated rental value of 
Owner-occupied homes, estimated credits to policyholders’ reserves from in- 
vestment income of mutual life insurance companies, and similar items do not 
represent an increase in cash purchasing power available for spending on goods. 

It may be seen that 62.6 percent of the increase in money purchasing power 
was in wage and salary disbursements, and 19.8 percent in social security, pen- 
sion, and unemployment insurance benefits. Thus, 82.4 percent went to em- 
ployees—working, retired, and unemployed, combined. Another 6.1 percent 
went to independent business and professional men. Farmers obtained hardly 
any increase, and receivers of rents none at all. Stockholders received 5.3 per- 
cent, though it should be noted that this gain was because corporations have 
paid out more of their earnings in dividends in recent years.” Finally, 6 
percent went to receivers of interest, but most of this increase was the result of 
the simultaneous huge increase in home mortgage and consumer credit—both 
of them reflections of the expansion of total spending. 

Whatever the truth about rising incomes as a cause of inflation, they have at 
least kept the average consumer ahead of the price spiral. Per capita disposa- 
ble personal income in constant dollars increased by 4.8 percent between 1953 
and 1958." In other words, the average consumer kept ahead of the cost of 
living, even after income taxes and even though more of the new population 
than usual consisted of nonproductive infants, and despite the recessionary in- 
come decline of 1958. 

IL CREDIT 


Between 1953 and 1958 the following increases occurred in measures of money 
and credit: ™ 
Percent 
Year-end, 1953 to 1958: increase 
JSonsumer credit outstanding 
Outstanding loans of al) commercial banks 
Total deposits and currency 
Total demand deposits, adjusted 
Average for years 1953 and 1958: 
Rate of turnover of demand deposits, 387 cities 
Debits to demand deposits, that is, total checks paid 


It seems that either “much more money” is chasing “somewhat more goods” 
(since the gross national product in constant dollars increased only 6.5 percent 
between 1953 and 1958)." Perhaps we should say: “Prices were raised by 
sellers, and buyers had to borrow money to pay’; but, at least, without this 
increase in money and credit, the price increases could not have stood up. 


Ill. FEDERAL, STATE, AND LOCAL SPENDING 


The 145-percent increase in total cash expenditures of Federal, State, and 
local governments between 1947 and 1958 raised them from 16.8 to 28.4 percent 
of the gross national product (table XXI). Sales and gross receipts taxes 
alone, which enter directly into the prices of goods, increased by about 85 per- 
cent between 1946 and 1957. The purchasing power created by a net Federal 
eash deficit of $10 billion from January 1952 through December 1958 should not 
be overlooked as a stimulating influence on prices. The fact that so much of 
the public spending in recent years has gone for steel products has given it a 
special impact on the steel industry. I am not, of. course, criticizing this spend- 


ing, but am merely pointing out its relevance to inflation. It is partly effect of 
inflation, but also partly cause. 


een = ee anes payout average of 51 percent, 1958 dividends would have been no higher 
an in . 
5 Joint Economic Committee and Council of Economic Advisers, “Economic Indicators.” 
57 Ibid., and Federal Reserve Bulletin. 
58 “Heonomic Indicators.” 
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TABLE I.—Consumer Price Index: 1953-58 





1947-49= 100 
Becewiie? ts _| Percent | Percent of 


1953 aT 


Food _- Seatalndnne abcd 29. 23 
Housing_.- - Scene 32. 63 
Apparel. _. wince incall ae 9. 36 
Transportation eee parece 11. 25 
Medical care __ _- 5 ; 4.91 | 
Personal care : 2.12 | 
Reading and recreation_- peas 5. 33 
Other goods services_____--. 1 ee 5.17 





Total_. sae foe 100. 0 | 





118. 


weight 1953 Dece 
average 19) 


112. 
117. 
104. 
129. 
121. 
112. 
108. 


Nowe OnIS*10 


“ 
_ 
~ 
> 


increase 
mber 
58 


118. 
128. 
107. 
14. 
147. ¢ 
129. 
116.9 
127.3 | 


ron 


CHAOKe 


123. 7 





total 
increase ! 


18.7 
35.7 
3.0 
15.6 
12.9 
3.8 
5.4 
4.9 





100.0 





11953 weight multiplied by percentage increase to December 1958, then raised to make the total 100. 


Source: Bureau of Labor Statistics. 


TABLE II.—Direct uses of steel in the Consumer Price Indew: 1953-58 


Canned meat, fish, fruits, juice and vegetables; and all soup, 
pork and beans, coffee and beer _. 

New cars sg sa ac imth aati Desoto de 

Electrical household appliances 

Used cars 3 

Radios and TV sets 

Sporting goods 


December 


percent of 
index 


1953 weight: 


Percent in- 

crease, 1953 

to December 
1958 


Estimate of 
cost of steel 

contained, 
as percent of 
retail price 


5-20 
10 
4-7 


2-3 


Sink, faucet, water heater_. 
Auto repairs __-- 
Tools 

Toys 

Razor blades 


Total 








1 This assumes that all soup, pork and beans, coffee, and beer are canned, which is an exaggeration. 
? Weighted averages. 
§ Not available. 


Sources: Bureau of Labor Statistics, except last column: American Iron & Steel Institute estimates for 
average 4-door sedan and appliances, estimate of 2.2 cents as the cost of steel per No. 2 can for food selling 
at 11-44 cents a can at retail, and TV sets selling at $100-$150 with 40 pounds of steel at 7 cents a pound. 
This table follows, but extends, the analysis of Jules Backman, in the subcommittee hearings, “Adminis- 
tered Prices,’ pt..4, pp. 1527-1534. But see mention of steel in components and of waste in fabrication in 
“Administered Prices: Steel,” report of the subcommittee, 85th Cong., 2d sess., Rept. No. 1387, 1958, p. 64. 
Thope I have taken some account of these by using a final estimate of a full 10 percent as the steel component. 
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TABLE III.—Costs and profits of iron and steel industry: 1946-57 


Em- | Mate- State | Profits Net Esti- 
ploy- rials | Depre-| and before | billing mated Net 
ment and |ciation| local |income| value of | Federal | profits 
costs serv- taxes | taxes |products'| income 

ices taxes 


Dollars per ton shipped 


$8.52 | $102. 89 
11.73 112. 87 
14, 90 129. 54 
16. 57 135, 18 


aa8 


SYRLSSSSRESE 


27. 62 
14. 40 
17. 20 
25. 69 


DERONNE SNNNNNNENEES 
SSSSSQAsS SSSSSRRESRAS 


SAP OS PR DOBSON SPP 


on. = 
Sessssqu 


Percent of net billings 


Breakdown of increase: 
1946-48 to 1957__- 
1952-54 to 1955-57. 
1946-53 to 1954-57... 
1953 to 1957 


1 Figures in this column are too high to be quoted as the actual price of steel, because steel tonnage 
shipped is divided into net billings of all products of the industry. A tiny negative item consisting of 
interest charges on long-term debt minus interest, dividends, and other income is included in the total. 


Source: Calculated from “Annual Statistical Report of the American Iron and Steel Institutes,”’ 1950, 
pp. 8-9, 1957, pp. 12-13. 


Taste 1V.—Relation of wages, total payrplls and employment costs per hour in 
iron and steel industry: 1940-57 


Employment 

Employment costs per 

Total Wages as costs per Employment} wage em- 

Wages payroll percent of wage em- costs of all ployee as 
per hour per hour payrolls ployee per employees percent of 
per hour hour! per hour all employ- 

ment costs 

per hour 


8 
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PPPPNNE EE EE Eee, 

= 
RKSSSEPRPELRSESSSSES 
SSSESSSSSESESES 


o 
= 
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1 Employment costs include wages plus fringe benefits. 


, Pe "ga ‘Statistical Report of the American Iron and Steel Institute,” 1950, pp. 8-9, 1957. pp. 
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TABLE V.—Productivity in steel: 1939-57 
[1947-49100] 


Production worker man-hours 
per unit produced: Basic stee! | Total employee 
man-hours per 
unit produced: 
Bureau of Survey of Iron and steel 
Labor Current industry 
Statistics ! Business 


127.3 
122.8 
115.8 
100.8 


3 
a 


BRRARRSSS 

CHARAN AO 
BSSRSLESSS 
NWOMAID he OD 


90 90 t 
e 


1 This is theseries:used by Dr. Means, 1955 being the last year he had. 


Sources: Most of 1st column from ‘‘Man-Hours Per Unit of Output in the Basic Steel Industry: 1939-55,” 
Bulletin No. 1200, Department of Labor, p. 8, and 1954-57 calculated from ‘The Relationship of Prices to 
Economie Stability and Growth,” Joint Economic Committee of Congress, 85th Cong., 2d sess., Joint 
Committee Print, 1958, p. 709; 2nd column calculated from employment, hours, and shipments published 
in the “Survey of Current Business’; 3rd column calculated from ‘Annual Statistical Report of the 


American Iron and Steel Institute,” 1950, pp. 8-9, 1957, pp. 12-13, and with 1958 estimated from,an Institute 
press release of Feb. 11, 1959. 


TaBLE VI.—Quarterly profits before tawes of primary iron and steel industry as 
percentage of sales: 1947-58 
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average ! 
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‘ 1 ~~ original series does not present yearly averages. Those given here are arithmetic averages of the 
quarters, 


Source: Federal Trade Commission-Securities and Exchange Commission, ‘‘Quarterly Financial Report 
for Manufacturing Corporations.” 
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TABLE VII.—Profits before tawes of United States Steel, Bethlehem Steel, and 
Republic Steel: 1957 


[Millions of dollars} 


United | Bethlehem} Republic 
States Steel Steel Total 
Steel 


$231.5 $105. 4 $59.2 $396. 1 
231.9 99.3 52.3 383. 5 


111.4 779.5 


3d quarter __.___- paadoode a : 1.6 75. 40.5 307.1 
4th quarter ‘ .e 22.7 279.0 





2d half 361.7 161.3 63.2 586, 2 


Source: Quarterly reports of companies (the 4th quarter figures being those announced by United States 
Steel and Bethlehem Steel, but obtained for Republic Steel by subtracting the sum of the first 3 quarters 
from the total profits for the year), 


Tas_e VIII.—Steel shipments, payroll, and profits before tawes by quarters, 1957 
PART A 


Quarter 





2d 3d 4th 


Profits before taxes (millions of dollars): 
FTC-SEC.. " eae ‘ “a $762 $581 $502 $2, 635 
FTC-SEC, adjusted to AISI basis !.__--..-.-- $643. 1 $490. 4 $423. 7 $224.0 

Stee! shipments (thousands of tons) .....---.-..---- 21, 607 18, 279 17, 250 79, 834 

Computed pretax profit per ton $29. 76 $26, 83 $24. 56 2 $27. 86 


Production worker payrolls: 
‘Total (millions of dollars) _..._. 2 oo . $75¢ $737 $756 $684 
Per ton.. paradise eure hice ants tna 33. 44 | 34.11 41.36 39. 65 36, 78 











1 Since the American Iron and Steel Institute total for 1957 profits was 84.4 percent of the FTC-SEO 
total, this second line is derived by multiplying each quarterly total in line 1 by 0.844. 
2 This differs from the $29.10 of table III because the sources use different data for tonnage shipped. 


Sources: Total 1957 profits from “Annual Statistical Report of the American Iron and Steel Institute”; 
shipments and payrolls (product of employment for each month times weekly gross earnings for month 
times 4.43 weeks for January, 4 weeks for February, etc.) from reports of the institute in “Survey of Current 
Business’; quarterly profits from Federal Frade Commission-Securities and Exchange Commission, 
“Quarterly Financial Report for Manufacturing Corporations,” 
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TasLe 1X.—Percent of costs and profits in value of steel billings: 1946-57 





Employ- | Materials 
ment and 
costs services 

purchased 


State 
and local 
taxes 


Profits 
before 
income 


Depre- 
ciation 
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Ss 


Federal 
income 
taxes 


NPR PNAN INP S Wore Py 
WOMRKSCOCMOUCHH BNA 
NAD AN NN Oro or DN HH 
ARMPONWWOWOR AOD NNN 





1 Includes the small negative difference between ‘‘interest and charges on long-term debt’’ and ‘“‘interest, 


dividends, and other income.”’ 


Source: Calculated from Annual Statistical Report of the American Iron and Steel Institute, 1950, pp. 8-9, 


1957, pp. 12-13. 


TABLE X.—Rank of iron and steel industry return on net worth in 40 to 45 


manufacturing industries: 1943-57 





Number | Rank of 
of in- steel 
| dustries | industry 
| included 


Number} Rank of 


of in- stee! 


industry 


dustries 
included 


....4 i 44 
a cceda. 44 


Number 
of in- 
dustries 
included 


EB. .<. 5... 45 
1954_--- - 40 
Phakic ainsi 45 1955 
Blbsassen 45 26 195) 


a a 40 
6 ‘ 40 


* 42 || 1952 45 34 |} 1957.___--- 40 


Source: Calculated from First National (formerly National) City Bank of New York, Monthly Economic 


Letter, April issues. 


Rank of 
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industry 
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Taste XI.—Hourly gross earnings of industries ranked by extent of their price 
advances: 1953-58 


December December Percent 
1953 1958 increase 


. Blast furnaces, steel works, and oy RE 
. Transportation equipment 

. Electrical machinery 

Machinery (except olectrical) -. 

. Fabricated metal products !- 

. Rubber products.............- 


. Pulp, paper, and paperboard miils 

Tobacco manufactures 

. Beverages. 

. Furniture and fixtures 

. Nonferrous = smelting ‘and ve 

. Processed foods Eee coce 

. Chemicals and allied products 

. Bituminous coal mining 

. Petroleum refining. 

. Leather and lether products.__-.......--.--.---- 
. Lumber and wood products (except furniture) 
. Textile-mill products. 

. Apparel and other finished textile products-. 

. Farming (without board or room) 


BRAGEEH ET 


PeeeSNe Pree errr eheip 
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SBLSRRSSSSSESSSSETE 
BBLSRSSASSESSSRSELES 
SHS SRESSEBSPESBSVEESS 


KQaeOrl NV wDennwneraucnnre OoOFn- o> 


Steel (No. 1)-.- Pe ‘ 3.00 37. 

Steel using industries (Nos. 2-5)... wi Sacihesbed . 9! 2.41 23.5 
Other administered price groups (Nos. 7-10)..-- = i 2.11 26. 1 
Mixed groups (Nos. 11-12, 14-16) y 2.48 22.3 
Competitive groups (Nos. 6, 13, 17-21) : 1.70 18.5 


—_ undoubtedly includes other metals besides steel. It excludes transportation equipment and 
machinery. 


Sources: Hourly gross earnings from ‘“‘Survey of Current Business’’; classification of industries from Dr. 
Means’ mimeographed paper, chart IV, their rank being in the order of size of 1953-58 price increases as 
given there. 


TasLe XII.—Increase in steel industry’s costs of employment and of materials 
and services; 1946-57 


[Millions of dollars] 


Employment | Materials and 
costs services 
purchased 


821 
373 

429 

3, 528 

3, 047 

1, 460 

1, 034 


Source: Calculated from Annual Statistical Report of the American Iron and Steel Institute. 
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TABLE XIII.—Actual and hypothetioabeosts and profits in steel: 1957 
[Millions of dollars) 


Actual Hypothetica] 
figures figures 


Total sales 15, 502 15, 046 
Employment costs. ..............-.. 5, 511 5, 511 


Materials and services purchased _._- 6, 800 8, 048 
Depreciation 757 
Interest on long-term debt minus investment income —66 
State and local taxes 276 


TE OU EE io ii'ace iudas ddicedadaeunavedaatbetintaasucniikaanaamened 13, 278 
Profits before income taxes 2, 224 


Federal income taxes 1, 087 
@ash dividends-.-.............. 577 
Reinvested earnings. 560 131 


shipments (million tons) 76.4, 90.4 
Derived price per ton. $202. 86 $166. 44 


Sources: Col. 1 from annual statistical report of the American Iron and Steel Institute; col. 2 differs only 
in assuming continuance of 1953 prices, operations at 100 percent instead of 84.5 percent of capacity (the for- 
mula is: 76.4+-0.845= 90.4), cost of materials and services increased in proportion to output, and the 3 subdivi 
sions of profit reduced proportionately to total profits. 
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TaBLE XIV.—Ratio of profits after taxes to sales and to stockholders’ equity, all 
manufacturing: 1947-58 


Percentage of sales Percentage of stockholders’ equity 


2d 3d 4th Ist 2d 3d 4th 
quar- | quar- | quar- | Year | quar- | quar- | quar- | quar- | Year 
ter ter ter ter ter ter 





oa 
a> 


RPIOELOWNAOOOUN 


15.6 14.8 
16.0 16.0 
12.0 

17.6 

10.0 

9.9 

10.5 

9.3 

12.3 

11.0 

10.5 
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3-YEAR AVERAGES 


Primary 
All manu- iron and All manu- iron and 
facturing steel indus- facturing steel indus- 


1947-49 
1950-52_.. 
1953-55 


) Assumes 4th quarter of 1958 running at highest rate of 1957. 


Source: Federal Trade Commission-Securities and Exchange Commission, Quarterly Financial Report 
for Manufacturing Corporations. 
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TABLE XIV.—Shares of compensation of employees and corporate profits in 
national income: 1929, 1941, 1946-58 


[Percent of national income] 


Corporate | Corporate Corporate | Corporate 
Compensa- | profits and profits Compensa- | profits and profits 
tion of inventory after tion of inventory after 
employees | valuation taxes employees | valuation taxes 
adjustment adjustment 


12.9 
12.2 
11.2 
13.1 
12.3 
11.5 
10.1 


58.2 | 11.5 
61.9 13.9 
65.1 9.6 
65.0 11.9 
63. 1 13.8 
64.7 13.0 
63.7 14.7 
64.6 14.7 


SSSISES 
CONRRON 


NOnSoNSS 
Pomme OC 
POON MAD 
ocoacesce 


1 Preliminary. 


Source: Calculated from Survey of Current Business, July 1958, pp. 4-5; and Economic Report of the 
President, January 1959, pp. 150, 203. 


TasLe XVI.—Shares of employees and owners in income originating in corporate 
business: 1929-55 


[Dollars in billions} 


Corporate profits and 
inventory valuation 
Compensa- adjustment 
Compensa- tion of 
tion of nonofficer 
employees | employees Percent of Percent of 
compensa- Total compensa- 
tion plus tion plus 


Corporate profits 
after taxes 


profits ! profits ! 


susess$ 
3B 


woe oooocronores! 
BSSRaS 


_ 
_ 


at bt et et et 
SNS: 
SRWONN HD 


—_ 
-_ 
— 


NEE 
Norn 
SESSENSNEES 


SAowmr=$anmnooweo 
BERERESSSSSSNE 
SOAcCrON OHH ROU 

SRRANESSASSR 

ASCeCaKOornOorso 


Pa a tk ak oe ee sD 
BS FO G9 me me ee Hm SO Sr IO GO POS 


1951-55 2.__._- 


1 The compensation series used here is from col. 2, i.e., it excludes compensation of corporate officers. 
2 These are weighted averages. Unweighted averages would be 24.7 and 23.7 for the Ist ratio column, 
17.9 and 12.5 for the 2d. 


Sources: Calculated from Survey of Current Business, national income edition, 1954, and July 1966, 
and Internal Revenue Service, Statistics of Income. 
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TaBLE XVII.—Hourly and weekly gross earnings in steel and all manufacturing, 
and the Consumer Price Index: 1929-58 


Iron and steel industry 


All manufacturing Consumer 
= Price Index 
(1947-49= 
Hourly gross | Weekly gross | Hourly gross | Weekly gross 100) 
earnings earnings earnings earnings 





$0. 566 $25. 03 

- 446 17. 05 

- 442 16, 73 

. 532 18. 40 

- 550 20. 13 

. 556 21. 78 

- 624 24. 05 
5 22. 30 
23. 86 
25. 20 
29. 58 
36. 65 
43.14 
46. 08 
44. 39 
43. 82 
49. 97 
54.14 
54. 92 
59. 33 
64.71 
67. 97 
71. 69 
71. 86 
76. 52 
79. 99 
82.39 
83. 50 


41 
52 
96 
16 











POpPOPO PSPSPS ee peter rere rem. . . - «ee we F 
Sopdet rept rere etre rererrer. . . - « 


Percent increases: 


Sources: Economic Report of the President, January 1959, pp. 167, 168, and 184; Survey of Current Busi- 
ness (for steel). 


TasLe XVILI.—Comparative sales and profits of larger and smaller 
manufacturing corporations, 1947, 1954, and 1957 


Eee eee 


1947 1954 1957 
adjusted 





Millions of dollars 





Corporations with assets over $100,000,000: 


ME io than aa nach sonnei inthe ig Misamis $52, 391 $115, 321 $158, 487 $147, 502 

Net profits after taxes-_-_-....- aca bin ersack mea eimeebien aires $3, 778 $7, 448 $10, 267 $9, 641 

Ratio, profits to sales. .............------- percent_- 7.2 6.5 6.5 6.5 
All smaller corporations: 

ch acd en a SIEGE sels tnt chien abel $98, 301 $113, 175 $161, 552 $172, 537 

Net profits after taxes $6, 355 $3, 78 $5, 171 

Ratio, profits to sales 6.5 2.8 3.2 


Percent 


Corporations with assets over $100,000,000 as percent 
of all corporations: 
46. 4 49.5 46.1 
66.3 66.5 62.4 


Source: Calculated from Federal Trade Commission-Securities and Exchange Commission, Quarterly 
Financial Report for Manufacturing Corporations; 1957 adjustment on the basis of Fortune magazine, 
the Fortune Directory: The 500 Largest Industrial Corporations, whose Ist edition covered 1954. 
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TanLe XIX.—Indewes of sales and profits of 8 large steel companies and steel 
industry: 1947, 1953, 1957 


Sales Profits after taxes 


1947=100 1953=100 1947=100 1953=100 


1953 1957 1957 1953 1957 1957 


United States Steel 207 114 175 330 
Bethlehem aman 202 252 125 262 374 
Republic 176 190 108 183 274 





Subtotal 186 216 116 197 332 
Whole jndustry (American 
Steel Institute 232 118 179 276 


) 
Whole industry (FTC-SEC) 206 116 140 204 145 


Source: Annual reports of the 3 companies; Annual Statistical ‘Report of the American Iron and Steel In- 
stitute; Federal Trade Commission-Securities and Exchange Commission, Quarterly Financial Report 
for Manufacturing Corporations. The year 1953 was used instead of 1954 as in table X VIII, because 1953 
Dr. Mean’s base year. 


TasLeE XX.—Sources of personal income, 1953-58 
[billions of dollars] 


Percent | Percent 
1953 1958 Increase | increase | of total 
increase 





Labor money income 

Farm net cash income 

Business and professional income 
Rental money income of persons-_--.-- 
Dividends 

Interest money income----...-..----- 
Transfer payments 


Ne i is an pcamitnewannanmbauiiel 
Imputed (noncash) income 


— 
oO 
—— 


BxacoN 
oOrnwoorhe@® 


o 

1 Estimated for labor, farmers, and rent and interest receivers on basis of 1957 imputed income and 1958 
total income of each group. Imputed farm income is the value of food and fuel produced on the farm. 
Imputed labor income consists chiefly of food, clothing, and lodging given to Government employees, do- 
mestic servants, nurses, and other employees. Imputed rental income is the rental value of owner-occupied 
homes. Imputed interest income is the property income of mutual life insurance companies credited to 
their policyholders’ reserves plus the value to depositors in financial intermediaries of any service given by 
these without charge to the depositors. 


Source: Economic Report of the President, January 1959, p. 153, and imputed income estimates of the 
Department of Commerce, 
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TaBLE XXI.—Total Federal, State, and local cash receipts and payments, 1946-58 
[Dollars in billions] 
PART A 


[Calendar years or annual averages) 





1946 1947 | 1947-50 | 1951-54 | 1955-58) 1958 


——_— |§ —$———— |] | | "=" 





All Government bodies: 





Ci PONE it inc auetcsdaceotcdoscaseusenbastones $52.9 | $57.4 | $58.9 $89.7 | $110.0 | $115.1 
CRE POTTIIB si on ceicctcenbndequiinonesacsainen 50.9 50.7 55.8 91.9 | 111.5 124.2 
Excess of receipts or payments (—).-----.----.-- 2.0 6.7 31) —2.2) —15 —9.1 
Cash payments as percent of gross national 
Sings te Sic wecbaaictedsbananaacdinnshaaatin 16.3 16.3 17.0 23.2 25.2 28.4 
PART B 
[Fiscal years] 





Excise, sales, and gross receipts taxes: 


CR a6 eiiiveh ven aapipcmheblinsinkd mewmuianmmamniiion $7.0 $9.9 $9.1 $8.6 
State and local sales and gross receipts. ................---- 3.0 6.9 CO Ercewticuce 
EE: Gcacuilansovdarcigseaunsnedaunddadunutnuaandreninan 10.0 16.8 TED Peiancscane 

1 1947 is not given in the source. 


Source: Economic Report of the President, January 1959, pp. 140, 198, 199, 202. 


Senator Keravuver. Then, as I understand it, Dr. Whitney, you 
would think at least on a short-time basis, if labor demands were held 
within productivity increases, that might give some hope of at least 
re merry-go-round that we have at present. 

r. Watney. Yes. 

Senator Kerauver. Assuming that the industry didn’t raise its 
prices. 

Mr. Wuirney. I agreed with you on the controversy you have been 
having with the president of the steel union. I mean, he has made 
the controversy. You made the suggestion and he made his reply, 
and I agree with you 100 percent. 

Senator Kerauver. Good. Do you have any other recommenda- 
tions for stopping inflation, Doctor? 

Mr. Wuirney. I am not really expert enough to have worthy sug- 
gestions. I have spent some hours analyzing these particular sta- 
tistics we are dealing with and confined myself to that until Dr. 
Galbraith’s talk when I began to think more broadly, but as I feel 
the wage price spiral with, as I believe, wages triggering rather than 
prices, is a key factor, I would think that it is important by all means 
possible to achieve what you suggested, keeping the wage increases 
we have to a maximum of the rise in productivity on an average 
national basis. 

1 saneiae Keravver. On condition that the companies didn’t raise 
the prices. 

Mr, Wutrney. No general price increases by the companies. There 
could be increases by individual companies on individual articles. 
That would be different, of course. 


85621—59—pt. 10-13 
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Senator Keravuver. I am talking about the situation where there 
is a price leader who initiates a price increase, which is followed by 
the other companies in the industry. 

Mr. Wurrney. Yes. Such increases are bound to happen at times, 
regardless of. wage contracts. I do not favor freezing the whole 
system by requiring that prices be from now on where they are be- 
sause of labor increases being limited to the productivity gain. If 
we do not let prices rise on occasion, then they will not fall. The 
companies will hold them constant rather than take a chance of being 
told, “Oh, no, you can’t raise it again.” 

Senator Krerauver. You have spent a lot of time and given a lot 
of thought to this statement, Dr. Whitney. I think it might be useful, 
before we start asking questions, if we can see Dr. Means’ chart again. 

Dr. Whitney, we have had your statement for a few days. We have 
already heard from Dr. Means. I have asked the staff to prepare 
charts showing any other information that might be helpful in the 
consideration of trying to arrive at the truth and what should be 
done about this problem. 

Dr. Blair, you and the economic staff have worked very hard on 
exhibits. Would you put up your charts and tables that will be useful 
in discussing the matter with Dr. Whitney? We might discuss it 
further with Dr. Means if we have time. 

Mr. Buatr. Mr. Chairman, I just have a few items to put in the 
record. They are not very extensive. I, of course, have had, as you 
stated, only a couple of days to analyze this very extensive statement 
by Dr. Whitney and, of course. he will have even less time to go over 


my tables. I hope that he will be given permission to present any 
analysis which he cares to make of the data that I shall present. 

Senator Kerauver. Yes. Any data you present will be given to 
Dr. Whitney, and at your convenience, within a week, if possible, Dr. 
Whitney, you may give us ‘aced comments. 


I think it might be useful also, if there is no objection, if Dr. Means 
has an opportunity of reading it. Dr. Means, if you wish to make 
any comments and furnish them to the committee within a week, they 
will be made a part of the record also. 

Mr. Means. I have had an opportunity to read an earlier draft, 
through Mr. Whitney’s courtesy, of his present paper and apparently 
a ree points that he made in the earlier draft are also in this 

a 

Senator Keravuver. Yes. There have been some changes in some 
figures which you will be furnished. 

Mr. Means. I can make a paragraph comment on his points that 
may be useful at this point. 

Senator Keravuver. Let us wait until we see the charts and tables 
and after Dr. Blair explains them. 

Mr. Buair. Just to get it out of the way, Mr. Chairman, Dr. Meas- 
day and I have prepared a memorandum relating to appendix A of 
Dr. Whitney’s statement, which is a rather complex presentation of 
technical matters, as is also our memorandum, and I would, therefore, 
just like to have it made a part of the record. 

Senator Kerauver. That relates to the Consumer Price Index; is 
that correct ? 
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Mr. Buatr. No. Appendix A, sir, relates to the measurement of 
manufacturing profits and wages as percentages of sales, as percent- 
ages of national income, and so forth. 

Senator Kerauver. All right. It will be made a part of the record 
as Exhibit 1. 

(The material referred to may be found on p. 5121.) 

Senator Kerauver. We have some copies here. 

Mr. Cuumpris. May I ask a question of procedure? Is Dr. Blair 
going to present his paper now before we ask any questions of 

Senator Kerauver. There is no paper. 

Mr. Brat. Just a few exhibits. 

Senator Krrauver. He has some exhibits in the form of tables 
which I thought, if we had before us before we asked questions 

Mr. Cuumpris. In other words, he won’t go into the mimeographed 
document that was presented to us this morning. 

Senator Krrauver. No. That was related to previous testimony. 

Mr. Buatr. Yes, 

Now, I am sure Dr. Whitney did not wish to leave the impression 
that price increases of steel are not ultimately reflected in increases in 
the price paid by the retailer. In fact, he says that they do “work 
around” to the price paid by the consumer. 

This first table that I shall present gives some idea of the magnitude 
of the price increases in steel as reflected in cost to direct buyers since 
the second half of 1955. This is the cost which after pyramiding will 
“work around” to the ultimate consumer, but this cost is before pyra- 
miding. This is the increased cost to the direct buyer. I will ask 
that it be made a part of the record. 

Senator Kerauver. We will mark that “Exhibit 2.” 

(The table referred to is as follows :) 


Exuiptr 2.—Finished steel—Cost of steel price increases since 2d half of 1955 


Shipments Average price | Value of ship- 
per ton ments 


1955: 2d half paadaseeds 43, 72 $127. 24 
BE, SIONS cious moc ccesonssenseousces Kakiogao ie 7 128. 02 
2d quarter_ z i caduliadabese wajesaeann 128. 66 
ast kan peke cnn is coined lies lsc 135. 63 

4th quarter-_.. Sioea 137. 64 

: ist quarter.........- ‘ we aatiedogs 139. 23 

2d quarter. . _.-- Soe iebeinen oaoteind a 140. 06 

3d quarter. -.......-- winds oi oaevadehedbdlines 146. 16 

4th quarter.............----- ei metal ie aes 17, 455 145. 91 

: Ist quarter_____- ed <4 13, 929 145, 42 

2d quarter etek cee cohnas 14, 769 145. 42 

EE itn d pan nas gnd cence canal : 14, 303 147.75 

4th quarter_..._- 16, 924 149. 73 

266, 987 36, 789, 855 
1 X$118. 45 


$31, 624, 610 —31, 624, 610 
5, 165, 245 


1 Average price, 2d quarter, 1955. 
Source: Shipments; AISI form AIS 16; prices: Steel, Jan. 5, 1959, p. S-17. 


Mr. Biatr. What it shows is that the actual increase in cost to direct 
buyers of the amount of steel actually shipped from the second half 
of 1955 through 1958 was $5,165 million as contrasted to what would 
have been the cost to those buyers of that same amount of shipments 
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at the prices prevailing in the second quarter of 1955, which was 
$118.45. Over $5 billion is the amount by which the direct buyers’ bill 
for steel increased during that period. 

Now my next table has to do with the statement made by Dr. Whit- 
ney toward the end in which he said-—— 

Senator Kerauver. We will mark that “Exhibit 3.” 

(The table referred to is as follows :) 


ExurBit 3.—Major commodity groups and finished steel: Percent changes in 
wholesale prices to 1958 


Percent increase to 1958 from— 
Groups 


ONE og oe ok oo Acc nnptndlecdaceboabincewne 
a aie ns sikirdecreenn a hn wipe nine incase ine tre 
Farm products 
a oe aie in ini eain’ 
All commodities other than farm and foods 
Textile products and apparel.._.__._..._-- 
Hides, skins, leather, and leather products 
Fuel, power, and lighting materi 
Chemicals and allied products. 3 
Rubber and rubber products ada ¢ 
Lumber and wood products aes +26! 
Pulp, paper, and allied products. ..............----|_--- ee 5 
Metals and metal products +124.7 
Machinery and motive products 
Furniture and other household durables__.. 
Nonmetallic minerals, structural 
Tobacco manufactures and bottled beverages.--.--.|.--- 
Miscellaneous products 
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Sources: Finished steel: Joint Economic Committee, “ Productivity, Prices, and Incomes,”’ materials 
prepared for the Joint Economic Committee by the committee staff, 85th Cong. 1st sess., 1957, p. 222; Iron 
Age, Jan. 1, 1959. Other groups: Bureau of Labor Statistics. 


Mr. Buam. He said that the increase in the price of steel over a 
long-term period was more or less part of a general upward movement 
in price. This table shows the pertentage increase in the price of 
steel to 1958 from various base years—from 1929, from 1947, from 
1953, and from 1956. The increase in the price of steel is contrasted 
with the increase in the price for those same periods of the wholesale 
price index of the BLS, the index of farm products, the index of 
processed foods, and of each of the major product groups. 

Now it will be noted from this table that between 1929 and 1958 
the price of steel rose 164 percent. That was a greater increase 
than was registered by any other commodity group with the excep- 
tion of lumber and wood products which rose 269 percent and repre- 
sents something of a diminishing resource. That is the only exception 
shown on this table. 

From 1947 to 1958 the increase in the price of steel was greater 
than the increase in any other of the BLS wholesale commodity 
groups. 

Senator Krravver. Does this table show all of the BLS wholesale 
commodity groups? 

Mr. Buatr. Yes. From 1953 to 1958 the increase in steel was 
greater than that in any of the BLS commodity groups, and the 
same was true from 1956 to 1958. So I submit that instead of being 
just part of a general long-term movement, the price trend in steel 
has been ahead of the long-term movement represented by any other 
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of the BLS commodity groups as well as by the overall index. The 
showing between 1956 and 1958, the current recession, is particularly 
relevant to the issues currently before the subcommittee. It will be 
noted that the price of steel during that period rose 13 percent. All 
commodities rose 4 percent. Farm products rose 7 percent. Proc- 
essed foods rose 9 percent. All commodities other than farm and foods 
rose 3 percent, and there were a number of price decreases. And 
from 1953 to 1958, farm products went down 2 percent while the 
price of finished steel rose 34 percent. 

Now, I wish to make a few brief comments on the question of pyra- 
miding. By “pyramiding” I mean what is described in the subcom- 
mittee’s steel report on page 31, where the report says: 

After steel has left the mill, as it passes through successive stages in manufac- 
turing and distribution to the final product, sellers at each stage may raise prices 
by sufficient amounts to cover not only higher steel costs but also to preserve their 
customary percentage margins. 

Incidentally, this is a matter on which Dr. Gardner Ackley of the 
University of Michigan, has testified and presented useful and im- 
portant concepts. To continue from the report: 

The effect of a mill price increase here is illustrated by the statement of a 
Philadelphia warehouseman. ‘We shoot for around 30 percent markup. If the 


price is raised, the markup will have to be, too, in order to stay at that 30 per- 
cent level.” 


Iron Age (July 11, 1957) estimated that a $6 a ton mill price increase would 
raise warehouse steel prices by $8 to $9 per ton. 

Without reading, I would also like to have inserted at that point a 
paragraph from the Wall Street Journal of June 23, 1958, describing 
a statement from a tractor manufacturer who pointed out that because 
of pyramiding, a $6 a ton increase in the price of steel, by the time it 
was reflected in the higher prices of components—forgings, castings, 
parts and so on—the producers of each of which wished to maintain 
J percentage margin, that $6 increase had reached a magnitude of 

5. 

(The paragraph referred to follows:) 

Another tractor maker explains how last year’s 4 percent increase in the price 
of steel affected one model in his line. Immediately after the steel hike, prices 
of stampings from a supplier went up 4 percent too. Forging shops raised prices. 
Machine shops passed along the increase. Components such as wheels, hydraulic 
systems, and axles arrived with higher price tags. Where costs of that tractor 
totaled $1,800 on July 1, several months later they were $1,875. 

Of course, there may have been wage increases, too, in that period. 
I don’t want to convey the idea that this was all due to the increase 
in the price of steel. However, the increase which he was describing 
took place in just a “few months.” 

_ (At this point in the proceedings, Senator Carroll entered the hear- 
ng room.) 

_ Inany event, as a result of the chain of increases set off by a $6 a ton 
merease in the price of steel, the farmer would be paying $97 more for 
the same tractor in 1958 than in 1957. 

_ My next table has to do with what I feel to be matters of considerable 
significance in connection with Dr. Whitney’s statement. Mr. Blough, 
as Dr. Means has pointed out, has himself recognized that productivity 
fluctuates more or less in accordance with changes in output. Dr. 
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Whitney himself recognizes this on page 12 of the copy which I have 
in a footnote, in which he says that: 

The reason productivity declined was, of course, the decreasing rate of opera- 
tions, which caused man-hours to be less efficiently employed. 
_ That being the case, it raises a question of the significance of measur- 
ing productivity changes between years which differ significantly in 
the level of output. 

(At this point in the proceedings, Senator Hart entered the hearing 
room. ) 

Mr. Bua. In the next table which I would like to have put now into 
the record 

Senator Keravuver. Which will be exhibit 4. 

(The table referred to is as follows :) 


Exuisit 4.—United States Steet Corp. shipments of finished steel per employee, 
4th quarter 1957 and 4th quarter 1958 


Quartery 

Shipments} Employ- | Operating | shipments 
ment rate per em- 

ployee 


Percent 
74 


4th quarter,-1957:: a 1 5, 133, 511 261, 635 9 1 19,62 


Percent change 


DEER RENIN coat nad Gkaetocsnueneneenssacuanensee 1 4, 698, 031 223, 829 72.7 1 20.99 
—8.5 —14.5 —2.9 +7.0 


1 Tons. 


Note.— Because operating rates for the other quarters of 1958 are not equivalent to the same quarters of 
1957, this is the only direct productivity comparison between the 2 years that can be made, 


Source of data.—Moody’s Industrials. 


Mr. Buatr. Exhibit 4 shows the change in the labor productivity 
in United States Steel between the fourth quarter of 1957 and the 
fourth quarter of 1958. These happen to be the only two quarters 
in 1957 and 1958 in which the operating rate, that is, steel production 
as a percentage of capacity, was virtually the same. It was 74.9 
percent in the fourth quarter of 1957 and 72.7 percent in the fourth 
quarter of 1958. 

Now, as between those periods of roughly comparable operating 
rates, the quarterly shipments per employee of United States Steel 
rose from 19.62 tons to 20.99, or roughly 21 tons, or an increase in 
quarterly shipments per employee of 7 percent. This, of course, 1s 
considerably greater than the 4 percent estimate even of Dr. Means, 
and I would not wish to convey the impression that simply a com- 
parison of two quarters can be used to determine the long-range trend 
of productivity. However, it is more meaningful to compare periods 
of like output than it is to compare periods of widely differing 
output. 

he next table is related to the same problem, It presents com- 
parisons of profits per ton as between periods of reasonably similar 
levels of output. This table, exhibit 5, shows for United States 
Steel the profit per ton in each quarter since 1953 through 1958, and 
the operating rate, that is, ingot production as a percent of capacity. 
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ExuisIt 5.—United States Steel Corp. net profits (after tawes) per ton of finished 
steel shipments and operating rate, by quarters, 1953-58 





Ingot 
Profit production 

per ton | as percent 
of capacity 


Ingot 
production 
as percent 
of capacity 


1953—1st_ quarter a $7.47 102. 1 1956—Ist quarter. ....._._- 
2d quarter._.......-- 8.78 98.1 2d quarter... -....--- 
3d quarter. .....-- 10. 28 95.8 3d quarter-_.____-- 
4th quarter. _- aes 9. 02 97.8 4th quarter.__.....- 


i| A . 
S| F| SRSS 
ailelecano 


Year 1953_........- 8. 85 8. Yoor 1006........... 


1954—Ist quarter. .....__.-- 
2. Garelr..........-. 
3d quarter_._....- 
4th quarter__._- 


1957—Ist quarter. -...-...-- 
2d quarter_--_- 
3d quarter______- 
4th quarter__.._._-_- 


<= 


Year 1954__._. ‘ ‘ 3. Year 1957 


1955—I1st quarter... i \ 1958—1st quarter. ...-...--- 
{eee ; b 2d quarter......-...-- 
ad quarter______. a 3d quarter.........-- 
4th quarter... 4th quarter 





FON Ws sanssccz ‘ k Year 1958. 











Sources: Moody’s Industrials, Standard & Poor’s Corp. records, and reply to subcommittee question 
naire by United States Steel. 


Now, it will be noted that in the fourth quarter of 1954, the fourth 
quarter of 1957, and the fourth quarter of 1958, the operating rate 
happened to be about the same: 75.3 in 1954; 74.9 in 1957; 72.7 in 
1958. The net profit per ton after taxes of United States Steel rose 
from $11.78 in the fourth quarter of 1954 to $17.62 in the fourth 
quarter of 1957, and to $19.31 in the fourth quarter of 1958. 

Senator Witey. Is that gross profit? 

Mr. Buair. That is net. profit after taxes, sir. 

Similarly, the operating rate happened to be virtually identical in 
the first quarter of 1954 as compared to the third quarter of 1957: 
80.8 in the first case and 81.1 in the second. During that period, the 
profit per ton rose from $8.07 to $18.55. Also the operating rate 
was virtually identical as between the third quarter of 1953 and the 
first quarter of 1957, 95.8 in the former as compared to 95.7 in the 
latter. The profit per ton rose from $10.28 in the third quarter of 
1958 to $17.44 in the first quarter of 1957. 

The next table that I have to introduce is exhibit 6. 
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(The table referred to follows:) 


Exursit 6.—Indewes of wholesale prices and unit labor costs, all manufacturing 
and steel 


[1947-49= 100] 
All manufacturing ! Steel 2 


Production Production 

Wholesale | worker pay- | Wholesale | worker pay- 

prices rolls per unit prices rolls per unit 
of output of output 


1 Finished goods. 
3 Finished steel products. 


Source: 85th Cong., Ist sess., “Productivity, Prices, and Income,” materials prepared for the Joint 
Economic Committee by the committee staff, 1957, p. 144, and supplementary release 7 the Joint Eco- 
nomic Committee Feb. 9, 1959; wholesale price index, finished steel products, from the Bureau of Labor 
Statistics; 1957 steel payrolls per unit of output calculated from Bureau of Labor Statistics’ series on average 
hourly earnings and productivity. 


Mr. Bratr. Now, this last table goes to the point made by Dr. Whit- 
ney that this is a cost-push inflation, particularly a labor cost-push in- 
flation. This table shows the trend of the wholesale prices and of unit 
labor costs for total manufacturing. It is on a base of 1947-49 equal- 
ling 100, which is the base period used by the Bureau of Labor 
Statistics. 

It will be noted that by 1958 the index of finished prices of manu- 
factured products had risen by 20.8 percent above the 1947-49 average. 
At the same time, the increase in unit labor costs as reflected in the 
series “Production Worker Payrolls per Unit of Output” rose by only 
9.4 percent above the 1947-49 base period. 

ow, there is one deficiency in these labor cost series. They do not 
reflect all of the fringe benefits; it is impossible with existing data to 
incorporate some of the fringe benefits into the labor cost series. 
However, even if they were incorporated, I doubt whether they would 
significantly alter the conclusion portrayed here that in total manufac- 
turing the increase in price was significantly greater than the increase 
in unit labor costs. 

If the period taken for comparison is 1953-57 instead of 1947-58, 
we find that the ees index rose 7 percent and production worker pay- 
rolls per unit of output rose less than 1 percent. If the period for 
comparison is 1953-58, we find that the price rose 9.4 percent and that 
the unit labor cost index actually declined by 1.7 percent. 

If we turn now to the latter part of the table, it will be noted that the 
increase in the price of steel from 1947-49 to 1957 amounted to 77.5 
percent. The increase in the index of unit labor cost during the same 
period was only 35.8 percent. From 1953 to 1957 the increases were 
29.7 percent for price and 14.1 percent for unit labor cost. 
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My last item, Mr. Chairman, is the chart which has been presented, 
on an earlier occasion to this subcommittee, showing the relationship 
between—— 

Senator Harr. Doctor, would you move that so that the committee 
can see it? 

(The chart referred to may be found on p. 5053.) 

Mr. Bratr. This is the same chart which was presented to the sub- 
committee in our steel hearings and is included in the subcommittee’s 
report on steel. 

t shows the relationship between the operating rate, that is, ingot 
production as a percent of capacity, to the rate of profit after taxes on 
stockholders’ equity. The only thing that has been added is the obser- 
vation for 1958 which, of course, was not available when the chart was 
presented earlier to the subcommittee. 

The solid line represents the long-term historical relationship be- 
tween level of capacity utilization and the level of profit. It will be 
seen that in 1957 the observation is well above the long-term relation- 
ship as reflected by what statisticians refer to as this regression line. 
The deviation of the observation of 1958 from the long-term relation- 
ship is even greater. 

In 1958, United States Steel Corp.’s operating rate was just under 
60 percent (59.2 percent) and its a on net worth was just under 
10 percent (9.8 percent). On the basis of the historical relationship 
it would have been anticipated that at a level of operations of 60 
percent, the company would have made a profit rate of about 5 per- 
cent. Instead, its profit was just under 10 percent. 

Or, to put it another way, on the basis of the historical relationship, 
to obtain a profit rate of 10 percent it would be necessary for United 
States Steel to have operated at around 85 percent of capacity. Yet 
in 1958 it was able to obtain that same profit rate of around 10 per- 
cent operating at only 60 percent of capacity. Of course, if the re- 
lationship as depicted in the 1958, 1957, 1956, and 1955 observations 
continues to prevail, what this means is that the slope of the regression 
line will be altered, which in turn will mean that the break-even point 
which is shown here to be slightly under 40 percent will become some- 
thing less than 35 percent. Perhaps at less than even 30 percent, the 
steel corporation will be able to break even. 

Now, Mr. Fred Gardner, in his testimony before our subcommit- 
tee—he is a noted expert on break-even points and worked for the 
United States Steel Corp. in developing their break-even analysis 

resented to the TNEC—Mr. Gardner, on the basis of the showings 
or the third quarter in 1957 had estimated that the break-even point, 
using a somewhat different technique, was around 32 percent. 

Senator Carrot. Will you permit an interruption ? 

When you refer to 30 percent, 32 percent, or 40 percent, are you 
not talking about operating rate ? 

Mr. Buatr. Yes, sir; ingot production as a percent of capacity. 

I believe that he would, in the face of the 1958 showings, also lower 
his estimate of the break-even points for United States Steel. 

The importance of this chart is not so much what it shows about 
1958 as what it shows concerning the necessity of relating in an in- 
dustry like steel a discussion of profits to the level of operations. The 
historical relationship between profit rate and operating rate is mathe- 
matically very close. 
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Now, this is a showing for United States Steel 

Senator Carroiu. Before you go into that, in a 10-year period be- 
tween 1949 and 1959, 1947 and 1957, in round figures, what is the 
average of the operating rate in United States Steel, and then the 
average of its—I think you used the words “its net income” ? 

Mr. Bratr. Well, Senator, they had a 59 percent operating rate in 
1958. They had 85 percent in 1957, over 90 percent in 1955, about 85 
percent in 1956. Then, in 1954, they had 73 percent. 

I would say since 1950 it has averaged about 85 percent. That is 
just a rough estimate. 

Senator Witry. How much? 

Mr. Buatr. 85 percent. 

Senator Wizxy. He asked about the return. 

Mr. Buatr. No, operating rate. 

Senator Carroty. Operating rate first, because I wanted it in the 
record for clarification, at least to help me. 

When you use the term “break even,” I think at one place in the 
chart you have indicated 40 percent—one technique I think you used. 

When you say “break even,” what does that term mean ? 

Mr. Buatr. As depicted by this chart, that is the point at which the 
regression line crosses the zero line. That is the point at which op- 
erating rate is sufficiently high so that the company no longer loses 
money, as it did in 1932, 1933, 1934, and 1938. But 1935 was just 
almost exactly at the zero level, and their operating rate in 1935 was 
just over 40 percent. In 1931 they were slightly above the regression 
line and their operating level at that time was about 38 percent. 

Senator Carro.. The next question Senator Wiley raises, would 
you discuss now the profit rate, the net profit after taxes, in that 
10-year period, or do you want to discuss that separately? I have 
some questions I want to put to you. 

Mr. Buarr. I can give you the figures here in the chart, Senator. 
Also, one of my previous tables gives the profit per ton. I don’t have 
with me the profit rate in net worth averaged for the period you cite. 
I have it, of course, on the chart here for the various years, 

_ _ Carroiu. I was thinking of 1957. What was the percentage 
in 1957? 

Mr. Buatr. The profit rate on net worth after taxes in 1957 was 
slightly in excess of 14 percent, about 14.3. 

Senator Carron. 14.3 in 1956? 

Mr. Brarr. In 1956, it was about 12.8 percent. 

Senator Carroti. What was it in 1955? 

Mr. Bratr. These, of course, are profits after taxes on net. worth. 
In 1955, it was 14.8 percent. 

Senator Carroty. What was it in 1954? 

Mr. Bratr. About 814 percent, as you will see, fairly close to the 
regression line in 1954, 


Senator Carroti. At the time, what was your figure in 1954—what 
was 15 percent ? 

Mr. Buatr. 1955 was about 15 percent profit, and an operating rate 
of slightly over 90 percent. 

Senator Carroti. What was the percent of operating rate in 1955? 


Mr. Brat. In 1955, the operating rate was slightly under 91 
percent. 
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Senator Carrott. You may continue along that line. I have satis- 
fied my own question, unless Senator Wiley wants to ask some. 


Mr. Buarr. I want to have a reproduction of this chart made a part 
of the record. 


Senator Witry. Will that be put in the record ? 
Senator Harr. Yes, without objection. 
(The chart referred to is as follows :) 
RATE OF RETURN ” 
rT 


I 


| foe 


U.S. STEEL CORP. 


RELATIONSHIP BETWEEN PERCENT OF 

CAPACITY OPERATED AND RATE OF 
12.0; RETURN ON STOCKHOLDERS 
INVESTMENT, AFTER TAXES, 
1920-58” 


14.0} 


10.0 


8.0 





6.0 


4.0|}-— 


2.0 





0 








Dod a | BT a 
10.0 200 300 400 500 600 700 800 900 1000 
OPERATING RATE” 


Y SOURCE: Federol Trade Commission 


Y erctades 1941-46 ond 1951-52 * 1958 (Preliminory) 
© SouRcE: U.S Steel, Basic Facts About US Steet 
end Finencia! Reports 


Senator Witey. Now, if you take that line, give me where 1955 is? 
Mr. Drxon. That is profit on net worth at 90 percent. 
Senator Wizey. What does this line indicate? 
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Mr. Bua. This line is a mathematically derived line, Senator, 
known as a regression line, and it shows the relationship between 
production as a percent of capacity, and profits after taxes as a per- 
cent of net worth. In other words it shows the extent to which the 
profit rate rises with a given increase in production as percent of 
capacity. 

caalae Wuey. I understand that to be the case. Now, where does 
8 percent come in? Just show me where 8 percent comes in. 

Mr. Bua. Eight percent profit is at this level. 

Senator Wixy. Where doesitcomein? On what line? 

Mr. Buatr. United States Steel Corp. made about 8 percent profit 
in 1924 and 1954, 1927, 1940, and a little bit higher in 1925. All of 
those observations are very close to the regression line. 

Senator Witey. Now, 6 percent. Where does that come in? 

Mr. Buarr. Six percent is right here. In 1930, United States Steel 
Corp. made a profit rate of about 6 percent. 

Senator Winey. Allright. Now, you have got 1937 up there, which 
would be 

Mr. Bratr. 1937 is just about 7 percent, right on the line. 

Senator Wiixy. Then those figures you have near the line indicate 
the years in which the return is made? 

Mr. Buiarr. That is right. 

Senator Wiitry. Now, when you said 15 percent—— 

Mr. Buatr. In 1955, 

Mr. Drxon. Ninety-one percent of capacity. 

Senator Wirxy. All right. 

Mr. Brarr. And they were operating at 91 percent of capacity. 

Senator Wiry. And over the last 10 years, you have an average 
of what? 6or7 percent? 

Mr. Buatr. I believe it is about 11 percent, Senator. 

Senator Wiiry. Were you here when we had an examination of the 
folks that were objecting to the return’ by investment companies? 

Mr. Bratr. No, sir, I was not. 

Senator Witry. The finance companies? 

Mr. Buarr. No, sir. 

Senator Wirey. They made all the way from 11 up to 20 percent. 
I wondered whether you want to start in regulating them, too, on the 
business of return? 


Mr. Bratr. Of course, their mortality rate is somewhat higher 
than that of steel companies. 

Senator Wirry. Your point is, if they make an average of 8 or 10 
or 11 percent, they are making too much. 

Mr. Bratr. No, sir, I am not saying whether they are making too 
much at any profit rate. I am just pointing out that in analyzing 
profits in an industry like steel, the analysis must take into considera- 
tion, to be meaningful, the level of production. 

I think 1958 is particularly significant, in that it shows that they 
made as high a profit rate in 1958, operating at just less than 60 
percent of capacity, as formerly would have required operations at 
a rate of about 85 percent of capacity. They are able to make the 
same profit rate now with a substantially lower output in terms of 
their capacity. 

Senator Writer. What does that indicate? 
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Mr. Bram. It must indicate, sir, that prices have been increased 
more than the increase in costs. 

Senator Witxy. Doesn’t it indicate, also, clearly that they have 
a little more know-how in the picture, that possibly labor is working 
a little longer, and that the so-called—what do we call this—automa- 
tion is in the picture? 

Mr. Buatr. Absolutely, Senator, because all of those factors you 
have mentioned would tend to offset the increase in hourly earnin 
and would tend to reduce the extent to which an increase in hourly 
earnings would increase unit costs; you are quite right. 

Senator Wier. I have no more questions. 

Mr. Peck. Mr. Chairman, for the benefit of anybody who might—— 

Senator Carroty. Might I continue along this line before you 
proceed, while we are at this? 

Mr. Peck. Oh, surely, Senator. 

Senator Carrott. Would it not also tend to indicate control of 
the market situation, where the rate of operation, could be held, say, 
at 60 percent, and prices maintained, and profit margins maititainedlt 4 
Would that not be an indication of control of the market? 

Mr. Buarr. Senator, Mr. Fred Gardner, in testifying before you 
became a member of the subcommittee, pointed out that he had made 
break-even analyses of, I think he said many hundreds, of corpora- 
tions. He is a recognized expert in the field of break-even analyses, 
and he expressed the view which we note in the subcommittee Report 
on Steel on page 50, that a break-even point in the vicinity of 35 
percent was too low for the public interest. He held that a break- 
even point which would represent a sound, healthy, situation would 
be between 50 and 65 percent. The average of all United States 
industries he had found to be 49.8 percent, and in 25 years of com- 
puting break-even points for 1,500 companies, United States Steel’s 
present break-even point, he said, is the lowest he had ever encoun- 
tered. Now, it is probably, by his method, even lower today than it 
was at the time he made that analysis. 

Senator Carroty. I am sorry I could not be here when Mr. Whitney 
began his testimony, but I have been reading it. 

n page 16, I find, Dr. Means’ argument that the steel industry 
launched the so-called administrative inflation by “seeking to increase 
_ margins too much” is at least somewhat better supported than 

is analysis of costs and price in 1957. 

If I understand Mr. Whitney, he says steel profit margins have been 
substantially higher since 1955. Now, I don’t want to interrupt your 
presentation, but I have expressed myself on this matter before. Are 
we through interrogating Mr. Whitney on this? 

Mr. Bratr. Yes, sir. I am sorry to have taken so much time with 
this chart, but I have been answering questions. 

Senator Carrotu. I do not mean to shut you off, but I want to ques- 
tion Mr. Whitney on this point. 

Mr. Buair. I am through, sir. 

Senator Carrot. I think a representative of another Senator 
wanted to ask some questions. 

Mr. Peck. I just wanted to comment that this chart is to be found 
on page 48 of the steel report. For the benefit of anybody who 
would like to look at it, I refer to page 48, where the chart is 
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carried through the first 6 months of 1957 only. This one has been 
brought up to date. 


De Buair. Here we have the entire year 1957 and the entire year 
58. 

Senator Harr. Senator Carroll ? 

Senator Carrotu. I do not know if Senator Wiley wants to question 
Mr. Whitney. I will defer to him if he does. But I would like to 
ask a few questions on this question of profit. 

This has disturbed me, Mr. Whitney, not only in steel but in other 
corporations. I do not understand the economic sign language, and 
I want you to help me. 

{ reserve the right to correct this in the record from other informa- 
tion. The staff can correct me if I am wrong about it, but I believe 
the number of shareholders of common stock for United States Steel 
in 1948 was 166,283. It had increased 10 years later to 266,962. That 
is a difference of about 100,139. 

I have taken the highest price of the stock in 1948, and then I have 
also taken the low price. Then I have taken the outstanding shares 
of common stock, and in a 10-year period I have calculated the amount 
of external financing. 

I find that in 1958 there were 53,828,122 outstanding shares. I 
have taken their 1948 stock and multiplied it by 6, because of the stock 
splits, and I find that there has been what we call new capital financing 
by 1,608,610 shares. 

The total common dividends paid, from 1948 to 1958, were 
$1,111,984,000. Now, the value of the outstanding common stock in 
1948—now, I am taking the highest price of the stock, which I have 
mentioned before—its value was $762,622,456. 

In 1959—I am again getting it at a very high price—today it is 

$94.75. I find that the value of that stock today, 10 years later, with 
stock splits, is $5,100,214,560. I suppose you economists call this 
appreciation. I have talked about the dividend payments here of 
$1.1 billion, in round numbers, and then I find that the undistributed 
profits, surplus, in this 10-year period is $1,307 million. 

In other words, they have plowed it back in—I say “they,” meaning 
United States Steel has plowed it back it. So over this period of 
time, we find an appreciation of stock of a little better than 5 to 1. 

Now, I am not criticizing the method of financing, except that I 
note here that there is only new capital financing, a million shares— 
1,608,000 shares. But as we look at the profit picture, I was very 
much interested when we discussed this operating rate, there is 10 
percent profit. 

Now, I will ask Dr. Blair, what is that 10 percent profit based on? 

Mr. Buatr. The profit is after taxes, based on net worth or stock- 
holders’ equity, a standard measure. 

Senator Carrott. Here we see a new system of corporate 
financing, and we see that the dividend payment is not unreason- 
able—really, as Senator Wiley suggests, whether it is 6 percent, 
8 percent, or 10 percent, but we see this plowing back ‘in, and we 
see the tremendous enhancement of the value of the stock itself, the 
appreciation. Some of those who deal with the stock market, who 
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sell stocks, emphasize that they are not selling dividends as much as 
they are talking about appreciation of stock. 

This is true, I think, in all major corporations today. Should this 
not be considered somewhere in the profit picture ? 

For example, we have had a study, and I will correct the record 
if I am wrong—I am speaking from memory—we had a study of a 
person investing $1,000 for a 10-year period in United States Steel. 
I believe that $1,000 would give $1,400 in divedends, and with stock 
splits the stock at the end of that period would be worth $6,000. 

I have never had a satisfactory answer, and I would like to have it 
now, if possible. Is there some way we can consider these things, 
talking about profits; this enters into labor-management negotiations 
on the labor side. They see the tremendous enhancement of the value 
of these stocks. 

Do you have any observation to make on that? Is this considered 
in your study or your statement ? 

r. Wuitney. No, I have not considered that in my statement. I 
do not know the answers, except some of the elementary ones. 

Between 1948 and 1958, United States Steel’s total earnings in- 
creased 214 times. There was, of course, as you said, much plow- 
back in between. There was in 1958 much more value in United States 
Steel stock. 

A second reason why United States Steel stock is now seven times 
what it was in 1948 is that there is greater confidence in the stock 
market in all steel stocks, since they have discovered that they don’t 
run the risk of dropping into red figures when the operating rate 
falls the extent it fell last year. The market then reevaulated all the 
steel stocks on a higher basis, feeling they are a more secure invest- 
ment. 

One result of that is the beginning of the flow of new capital into 
steel. Some of the companies are now announcing the issue of new 
debentures to raise capital in order to expand their plants, based on 
the confidence that investors have shown in the steel stocks. 

We must not forget a third reason, the whole market has been 
booming—the Dow-Jones average has increased three and one-half 
times; United States Steel has gone up seven times, twice as fast. 

Finally, a lot of this is speculative. I would not dream of paying 
$100 for United States Steel. I much regret that I did not buy it at 
$20 in 1952.. I remember very well knowing then that I had $20, and 
not taking the chance of buying it. 

I also remember that I was teaching at New York University, and 
steel profits in 1948 and 1949 were being criticized by the students 
and others. I pointed out to students repeatedly that they could buy 
United States Steel stock at—I forget the figure. I recall that Re- 
public Steel was about $30 a share, paying $3 in dividends, and mak- 
ing $7 or $8 in earnings. 

I said, “If — are so high, why not buy some shares?” The 
answer they a ways got around to was, “There is always a lot of risk. 
Steel is a ‘prince or pauper’ deal, and we don’t want to get into the 
position of the pauper.” 

If they had put in the $30, they would now have $150. 
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So the public did not have the faith in steel stocks to advance the 
capital needed to increase their plant to the extent that the represen- 
tatives of the Government in Washington were demanding they in- 
crease it. That is one reason why they deliberately made the effort 
around 1955, particularly, to raise i They raised the price 
to cover the higher costs, and they raised more than enough, and their 
profit ratio rose. 

Senator Carrot. Let me interrupt right there. You mean they 
raised their price to cover an increase in the profit ratio? 

Mr. Wurrney. Also the higher wage costs. 

Senator Carrott. And also reduced the financing to consumer 

rices ¢ 
' Mr. Wurrney. They hoped to either earn more money to enable 
them to reinvest the money directly, or to appeal to bankers, saying, 
our securities are good, will you float us some capital ? 

Senator Carrot. Isn’t this the economy of most large corporations 
in concentrated industries—instead of doing public financing, they 
are increasing the consumers’ prices, and this is the way that they 
are financing their operations, and by plowing back undistributed 
profits? Isn’t this pretty much the picture? 

Mr. Wurrtney. Steel has done much better than the others. Many 
of the other industries, there is not this upward trend in the profit 
ratio, Typically, there is not. 

Senator Carrot. Oil does the same thing? 

Mr. Wurrney. Oil is big industry, and I think the small ones do 
even more in reinvesting their money, preferably to going into the 
market. That is the cheapest way to get the money to reinvest it 
directly, rather than to pay dividends to the stockholder, who pays 
part of it in his income tax, and ask him to lend it back to you. 

Senator Carrotu. Isn’t that true in concentrated industries, where 
they have control of the market? They set the price of commodities 
= the consumer, so the consumer, in a sense, does the financing for 
them ¢ 

Mr. Wurrnery. They do that in unconcentrated industries, too. 

Senator Carrot. Can you give me some examples? 

Mr. Wurrney. Perhaps there are no unconcentrated—no there are 
many of them. Strike that. 

The unconcentrated industries, to the extent they are less prosperous 
than the concentrated ones, are smaller companies, have to rely more 
on internal financing than the concentrated ones. They haven’t the 
access to the market that the bigger companies have. Therefore, the 
thing you find will be found even more there than among the con- 
centrated ones. It is cheaper for a company if the stockholder will 
allow it, to reinvest the funds, their own earnings, rather than go into 
the market. 

Senator Carrot. My point is this. If this system prevails, and 
I think you will agree it does, to a certain extent, they load these in- 
creases onto the consumer, then plow it back into surplus or undistri- 
buted profits; they grow and grow, and enhance the value of the 
stock, and this is another method of financing their operations. 

Mr. Wuirney. It is also another method of growth of the economy, 
which other committees here are studying. 

Now, the reinvestment of money by corporations has been one of 
our primary methods of growth. If they were to cut prices to the 
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consumer in such a way as to make all these consumer products very 
cheap, and induce the consumer to consume a great many more of 
them, our growth rate would slow down terrifically. 

Senator Carroti. My question is, should it be related somewhere in 
the profit picture? Can you only talk about 6 or 8 or 10 percent on 
sales, when you know the tremendous profits that are moving in to 
enhance the value of the stock ? 

Mr. Wurirney. That will only come to the benefit of the stock- 
holders if they sell their stock, or if the company raises their dividend. 

Senator Carrow. Isn’t it true that in some of these giant corpora- 
—>° small number of people hold greater percentages in shares of 
stock ¢ 

Mr. Watney. I’m sure they do. 

Senator Carroiu. That is all. 

Senator Harr. Senator Wiley ? 

Senator Wirey. I want to thank the distinguished Senator, because 
he has brought out a phase that interests me very much. 

But I am going to ask you, sir, a few questions. First, let me 
| Regn it by saying that stocks, real estate, practically everything, 

as gone - in money value, so to speak. I remember when I was 
down here, let us say in in 1941, just before the war. I was taken out 


and shown some very nice houses on Massachusetts Avenue that I 
could have bought for $15,000 or $16,500. The same houses now are 
selling for four times that. I didn’t buy and I’m not dissatisfied with 
not buying. 

What I am getting at is that at that time, the dollar was worth 


100 cents on the dollar and what you can buy, relatively speaking. 
Now, from the angle of this real estate, it is only worth 25 cents. Do 
I make myself clear? 

Mr. Wurrney. Yes. 

Senator Wixtrny. During those years, we have gone into a new 
period of life. The country’s demand, the war demand, the present 
situation, have created a demand for the efficient industries to get 
ready for whatever is coming, and when I hear these figures that 
were given, I have to ask these questions. 

Does demand have anything to do with the price of a commodity ? 

Mr. Wuitney. Yes, I believe it does. 

Senator Witry. You believe it does? 

Then, does the amount of money that the Nation has to spend 
have anything to do with the wages and with the price of the com- 
modity ? 

ie. Wineewer. It does. 

Senator Wizey. I think you have said something about the money 
increase during these last 10 years. Do you know how much we have 
increased the purchasing power of this country ? 

Mr. Wurrney. Well, the gross national product, after adjustment 
for price changes, has, I think, approximately doubled since just 
before the war, and Senator Kefauver brought out this morning, 
before you came in, that it had, I believe, declined between 1955 and 
1958, in the recession, since that terrific boom. In general, it has been 
moving up much more slowly than the gross national product in 
money terms. 
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Senator Witry. When I came down here some 20 years ago, we had 
a national income of some $60 billion. Now we have some $450. billion. 
That is another element, is it not, in the question of what you want to 
say causes inflation ? 

Mr. Wuirtney. Yes. 

Senator Wier. So, then, you have this matter of national spending. 
That creates a demand for the products of these steel mills, let us say ; 
the national defense calls for steel. At the present, they say that 
there is a fear that if a strike should come, the mills wouldn’t be pro- 
ducing the steel. That creates, also, a fear, a demand, does it not? 

Mr. Wurrney. Yes. 

Senator Wirny. Faith in America is another element that we have 
to think about in terms of what goes into. the cost of an article. Take, 
for instance, the steel people have time and time again agreed to in- 
crease wages, and wages make what percent of the product? 

Mr. Wuirney. Well, only about a third of the price of steel, but 
one probably should add in the labor component in the materials and 
services they purchase, in which case, I don’t know what it is for steel, 
and I don’t think anyone has estimated it. What we do in a case like 
that is estimate the labor component in the total product of the whole 
economy, by summing up the total labor income and other types of 
income, and it comes out, depending on your definitions, anywhere 
from two-thirds to 85-percent. 

Senator Wiey. I think that is the answer I was looking for, be- 
cause let’s take, for instance, a car. We had testimony at our last 
hearing, where I think that the steel that goes into a car amounts to 
about 2 tons, and I think the last steel price amounted to what ? 

Mr. Buatr. $4.50 and $6. 

Senator Wirxy. That would be a matter of $10. Cars have gone 
up more than that, haven’t they ? 

Mr. Wuirney. Yes, sir. 

Senator Witey. So the question of the steel price, in itself—that is, 
the isolated cost of the steel I am talking about now, when it comes 
out of the mill. Now, I was interested in these figures here, because 
they reflect, to me, at least, the significance that, coupled with the 
figures by the distinguished Senator, the earnings over a period of 
10 years have been relatively reasonable. 

Tf, on the other hand, there have been, let us say—I want to get some 
other figures. What is the last figure you have there? What was 
that you showed the final value of stock? 

Mr. Borron-Smirn. 1959, $5.1 billion. 

Senator Carrot. $5.1 billion. 

Senator Wirey. All right. Now, if you will divide that, as I did 
in the house, by a quarter, that will give you $1,200 million. In other 
words, we have an appreciation in the house four times, and we have 
an appreciation in the stock, say, of four times. But those are 25- to 
50-cent dollars, and the big threat is that we don’t want a 10-cent 


dollar around the corner. I have your figures here, that the total in 
1948 was $1:1 billion. sar! fe oct 


Mr. Borron-Smirn. That is dividends in the 10-year period. 

Senator Witry. What was the value? 

Mr. Bouron-Soiru. $756 million. 

Senator Winey. So, if you take the $756 million from the $1,225 
million, you have an appreciation of—anyway, people use figures in 
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different ways. So that we have this thing here in perspective, and 
that, to me, 1s more or less an explanation of the condition we are in. 

IT am not interested in any steel stock; I haven’t a share of it. I 
am interested in seeing that we don’t do that to this institution that 
in this critical period is going to incapacitate it from producing that 
which we need most in our national defense. And if there is anything 
we need, it is faith in America, plus the steel that America can 
produce. 

Now, I think I have about had my say, unless you have a reply to it? 

Mr. Wuirney. Oh, no; don’t ask me to reply; I agree with you. 

Senator Witry. We have had some unusual testimony, and I am 
going to ask you this. What is an administered price? How do you 
define an administered price? I see Dr. Means down there. He has 
given us one. Now you give us one. 

Mr. Wurrney. I would accept his definition. 

Senator Witry. What is it? 

Mr. Wurrney. I'll defer to him on that. 

Mr. Means. A price which is fixed for a period of time in a series 
of transactions. 

Senator Witry. And there is nothing nefarious in that? 

Mr. Means. No. There is nothing nefarious in that. 

Senator Wixey. It is not necessarily monopolistic ? 

‘Mr. Means: There is a lot of argument on that. Dr; Machlup, who 
testified yesterday, would, I think, have said there is a monopolistic 
element involved. I prefer not to use “monopoly” and “monopolistic” 
in this connection. 

Senator Witry. You are very fair, and I am very grateful for this 
explanation, because it is.a sort of mysterious something that is up 
here in a tree, or perhaps down here in the mud. It is a matter of 
prices resulting from cost, demand, income, money and credit, public 
and private spending, and so on. What does economic theory say 
about. administered prices? 

Mr. Means. Traditional economic theory has nothing to say about it. 

Senator Carrotit. Why, Doctor? 

Mr. Means. That I cannot explain. 

Senator Carroiu. Why is it an important question today ? 

Mr. Means. Because it is in the administered price industries that 
these arbitrary increases are taking place, increases which are not 
cJosely related to the market conditions. 

Senator Carrotu. Arbitrary by whom? I don’t understand your 
word “arbitrary.” 

Mr. Means. I'll leave it out, then. 

Senator Carrot. Please don’t leave it out; just explain it. 

Mr. Means. Decisions which are taken without close reference or 
close control by market forces. 

Senator Carrot. To the law of supply and demand ? 

Mr. Means. Yes. 

Senator Carrot. This is why it is important today, and this is why 
it has no part in the old classic economic theory, which is why‘we have 
a new economic theory ? 

Mr. Means. Yes. 

Senator Wirry. I think we have thrown away some of the mist that 
surrounds this so-called term of “administered prices.” It has now 
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resolved itself down into what results from supply and demand; is 
that right? 

Mr. Means. No; it does not reflect supply and demand. I have not 
said that it reflects supply and demand. 

Senator Wirey. You say it does not reflect supply and demand? 

Mr. Means. Yes. 

Senator Witry. What does it reflect ? 

Mr. Means. Decisions by the price administrators. It may be that 
it is a public utility commission, and public utility officials, that work 
out, through negotiation, sometimes through the courts, a decision on 
the price. It may be that it is set by a businessman running his own 
business, or by a corporation. It can be set by a seller or by a buyer. 

Senator Wizy. Fine. But I believe the law of supply and demand 
applies, so that the businessman will fix his price accordingly, isn’t 
that right ? 

Senator Harr. Wouldn’t Dr. Means say that if that chart would 
speak, it would speak at that point? I think, if this chart reflecting 
steel capacity, prices, and return could have spoken at that point, the 
chart would disagree with the force of supply and demand. 

Mr. Means. I can’t understand the steel industry raising prices 
$4.50 a ton, when it is operating at 60 percent of capacity, and saying 
it was supply and demand conditions that forced that rise. 

Senator Wizzy. On previous testimony, you have said that admin- 
istered prices are here, and— 


I do not regard administered prices as something that can or should be done 
away with; I regard them as inevitable, and an indispensable part of our 
modern economy. As such, however, they are obviously something we should 
understand, so that we may be able to take their effect into account in developing 
public policy. 

Do you agree with that? 

Mr. Means. Oh, definitely. 

Senator Witry. One other question, this matter of this house I 
didn’t buy. The owner wants $65,000 for it now. Is that an admin- 
istered price? 

Mr. Means. No; that is not an administered price. He is holding 
it at_a price, but there will be only one transaction with respect to 
that house when he sells it. 

Senator Wirzy. Suppose a whole tier of houses is sold by the same 
builder and he asks $65,000 for each ? 

Mr. Means. Then it might well become an administered price. 

Senator Witzy. There you have it. 

Thank you, that is all. 

Senator Carrotu. Mr. Chairman, I think I ought to follow along 
here, if I might, on Dr. Means’ testimony. I might also address this to 
Mr. Whitney. 

What I was trying to develop here, in my limited capacity and 
knowledge of this subject is this: the concept that when you get into 
administered pricing, labor and management disputes develop. Labor 
' says, “Your profits are enormous, we are entitled to a wage increase, 

and you can absorb it.” Steel says, “We can’t do it, we just can’t 
do it. We have depreciation factors, we have other factors here; our 
economy has to expand, we have great competition.” 
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I thought that the purpose of this meeting today was not only 
to talk about administered prices, but, as the distinguished Senator 
from Wisconsin has said, we are trying to control inflation. And I 
— — there is a difference among Members of Congress on this 
subject. 

Do you think that the constant increases in the price of steel, year 
after year, act as a magnet to draw other prices up, too? 

Mr. Wuirtney. I don’t myself, think that is very important. It 
exists somewhat. I would say that there is more truth in steel wages 
being the pattern setter that draws up other wages, and thus all prices. 
I don’t even hold much to that theory, however. I believe this is an 
economywide, almost a worldwide problem, and we cannot pin it to 
the price of steel as if that were a magnet. Steel isn’t that important 
in the economy. 

Senator Carron. Dr. Means, do you think that steel is that im- 
portant in the economy ? 

Mr. Means. I think it has a very important, diffuse effect, which is 
not easily traced in terms of a cent here, 2 cents there. It runs through 
all our economy. I think it is the effect on the attitude, the climate of 
opinion, of other businesses, particularly the steel using businesses, 
such that when steel raises its price beyond its costs, they will follow 
suit, with respect not only to the cost of steel, but to other costs. 

Senator Carroti. These constant increases, year after year, in effect 
act as a magnet drawing other prices up. and affect goods and services, 
too. 

Mr. Means. That is right. 

Senator Carroti. That is all I have. 

Senator Harr. Mr. Chumbris? 

Mr. Cuumpris. Along that line, Dr. Means, I believe the steel people 
testified in our hearings in July and August of 1957 that at one time, 
when there was an inflationary period, they decided to drop their 
prices, to see if it could stem the tide of inflation. They dropped their 
prices, but the inflationary period continued and their testimony was 
that for that reason, the steel price, in and of itself, was not infla- 
tionary. Do you recall that incident? 7 ‘ 

Mr. Means. Yes; very definitely. It was a very interesting episode, 
because it was an episode in a demand inflation. The postwar infla- 
tion was a sucking up of prices. 

In my charts, I showed that the flexible prices were the first to 
move, and they moved up greatly before the administered price in- 
dexes had moved up very much. In that situation, I think you could 
have foreseen that an effort to halt the inflation by United States 
Steel cutting its prices could not be successful, just as the long lag in 
the raising of steel prices after the war, a lag over what was hap- 
pening to the wholesale price index as a whole, could not halt the 
inflation. It could slow up the process, but ultimately, they had to 
catch up to the new price level created by the excess in the money sup- 
ply that grew out of World War IT and out of the Korean war. 

Mr. Buarr. Mr. Chairman—— 
uae Drxon. You may clear the record, if you want to, on this price 
change. 

Senator Harr. Is there a suggestion that the witness has not com- 
pleted his answer? 
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Mr. Dixon. I thought before he left the point, it should be made 
clear. 

Mr. Buarr. I wanted to make one point on that, Senator, if I may. 

Senator Kefauver yesterday put into the record an article which 
he had presented in Purchasing News Magazine, which gives an ac- 
count—an article by himself—which gives an account of that par- 
ticular price action referred to by Mr. Chumbris, and which describes 
it in the words of the Joint Economic Committee, which had investi- 
gated the price action, as. a.price squeeze by the integrated steel com- 
panies, particularly United Sates Steel, which at about the same time 
reduced the price of finished steel, and increased the price of semi- 
finished steel, which their nonintegrated competitors had to purchase, 
a practice which was condemned by the Joint Economic Committee, 
and particularly by Senator Taft, who was then its chairman. It was 
subsequently rescinded, and that is the nature of that price story. 

Mr. Cuumeris. The only point I wanted to bring out was this, Dr. 
Jules Backman, of New York University, had that in his treatise on 
administered prices, but I thought that the fact that United States 
Steel lowered its prices and the rest of the country continued to go 
with increased prices for other products would sort of bear out Dr. 
Whitney’s statement earlier, that the price increase of steel was a con- 
tributing factor, but a minutely contributing factor, to the inflation- 
ary period. 

Senator Harr. Are there-other questions? 

Senator Carroii. I want to put a very blunt question, Dr. Whitney. 
Do you think there are concentrated industries in this Nation capa- 
ble of setting administered prices? Do you have an administered 
price economic problem as a result of concentration of industries? 

Mr. Wuirney. You could achieve nonadministered prices, what the 
economists call pure competition, if you eliminated the concentration 
in American industry. There is a problem of lack of price competi- 
tion in not only these big, concentrated industries, but in an equal 
number of small industries locally operated. The question, though, 
is whether you would, in eliminating that problem, if it were feasible, 
whether you would not cost the country, plunge the country, into an 
even bigger problem, which would be inefficiency in production and 
distribution. 

Senator Carroiu. I was thinking of Dr. Means’ statement that now 
we are confronted no longer with a theory but with a condition. He 
didn’t say that, but I am putting an interpretation upon his remarks. 
Do you think we are faced with that condition? What we do with 
it is another question. I have asked you a very simple and direct 
question. 

Mr. Wuirney. Yes, I can see where we are faced with a condition, 
with a price-wage spiral, That is, I think, what you referred to? 

Senator Carroti. That is not what I referred to at all. I am ask- 
ing whether or not we have an administered price condition in this 
country as a result of concentration of industry ? 

Mr. Wuirnery. Of that and of a concentration of labor power in 
unions which is, I think, a greater factor in causing joint action on 
these prices. 

Senator Carroty. Workers are part of industry, are they not? Sol 
come again to the pure question itself, about industry itself. What I 
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am thinking is that some industries have grown so large that they con- 
trol the market, and therefore, controlling the market, they are able 
to set prices ¢ 

Mr. Wurirney. I don’t think so. Take steel, which is an extreme 
example, perhaps. In 1958, 1958 and 1957, the smaller steel companies, 
with their costs going up, were very anxious for a price increase before 
they dared to do it, because United States Steel wasn’t putting its 
price up, and they knew that they couldn’t get away with putting 
theit prices up'ahead of United States Steel.’ So it wasn’t as if that 
industry controlled the market. It was lots of businesses manufac- 
turing steel, who saw their profit margins disappearing, or threaten- 
ing to disappear. They knew that they couldn’t raise their prices 
until United States Steel did, which takes a more responsible attitude, 
generally, than most of the other companies, until United States Steel 
Corp. could do it. 

Senator Carrotu. Are you saying that because of the more respon- 
sible attitude of United States Steel, of the greater responsibility of 
United States Steel, when it assumes that responsibility, that it acts 
as a leader ? 

Mr. Wuirney. Yes, we have price leadership. 

Senator Carroty. You would say that is true of United States 
Steel, wouldn’t you ? 

Mr. Wurirney. Yes, it is a price leader. 

Seriator Carroti. And you have leaders in other concentrated in- 
dustries, who also set prices? 

Mr. Wuitney. Yes, they lead in changing the price. 

Senator Carrott. And you know that exists in most local areas. 
When one sets the price, in gasoline, for instance, they all join, gen- 
erally speaking, in an area? 

Mr. Wurrney. I don’t know. 

Senator Carrot. Do you not find that in your Federal Trade Com- 
mission enforcement duties ? 

Mr. Wuitney. Our duties are mainly along the line of price dis- 
crimination. When they make sharp changes and reductions, we go 
into action, because of discrimination in price. 

Senator Carrotu. Do you find price leadership ? 

Mr. Wurrney. There is a lot of price leadership in gasoline, yes. 

Senator Carroii. That is all. 

Senator Harr. Are there further questions? 

Mr. Cxumperis. I had one question on a different point, that deals 
with productivity. 

Yesterday, Mr. Whitney, Dr. Machlup stated this, and I would like 
to get your opinion on it: 


I believe that the idea that wages should not rise faster than productivity is 


perfectly sound, but it is absolutely unsound to apply this idea to the individual 
industries. 


Mr. Wurrney. I agree with Dr. Machlup. 

Mr. Cuumeris. Could you elaborate a little bit further on that? 

Mr. Wurrney. If we choose the industries in which the man-hour 
productivity is rising the fastest, and give the workers in those indus- 
tries union-bargained wage increases, which would be equal to that 
rising trend in productivity, either they will become an elite among 
workers, as Dr. Machlup explained, or we’ll have to give the same 
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increase to those people in the industries whose productivity is not 
increasing. Hence, to give that increase will mean a continuous in- 
flation of wages beyond productivity, on the grand average, and 
therefore, a steady inflation in prices. 

Mr. Cxuumemrts. Is there a crystalized definition of productivity, 
acceptable by most economists ? 

Mr. Wurrney. Well, I think it would be the output per man-hour. 
It depends on whether you are talking of steel, or of the total product 
of the country, in which case, you would have to use indexes to work 
it out. 

Mr. Cuumerts. Why is there so much difficulty in getting economists 
or representatives of management and labor to agree as to what the 
real productivity rise is? We have had conflicting testimony on that 

oint. 

Mr. Wurrney. Well, I asked the Bureau of Labor Statistics why 
the figures in productivity used by Gardiner Means for 1957 showed 
so much a greater rise than their figure did, and they simply say there 
are two ways of going at it. Each is trying to measure man-hour 
productivity, but depending on statistics and the assumptions and 
the purposes, there will be different results. So you see, going back 
to your first question, if you mean, do the statisticians agree on whet 
productivity means, to the extent that they will all say from this year 
to that year that there has been so much of an increase, and we all 
agree on that, then that is not yet true. 

Mr. Cuumeris. Thank you, Mr. Chairman. 

Senator Carroiu. Just one more question. We try to face this 
problem a year ahead. You heard the testimony of Dr. Galbraith? 

Mr. Wutrney. Yes, sir. 

Senator Carroti. Do you have any ideas about how we set up vol- 
untary legislative control? I am sure you agree, at least in part, with 
Dr. Means, that if we can head off any further steel prices at this 
time, or perhaps wage increases—this is not my opinion, this is ques- 
tioning, thinking, to get your own ideas—if we can hold the line for 
a year or so, wouldn’t it be helpful in this fight against inflation ? 

Mr. Warrtney. No, I don’t think that would do much good, to strug- 
gle to hold the line in a patricular year. Inflation has actually slowed 
down, now. There has been no significant general price increase, 
or consumer cost-of-living increase, for some months. Inflation is 
basically a long-run danger. Where you see it now is in the specu- 
lative stock market, going way up, and in the Government bond 
market having gone down. That spells, I think, real dangers for 
the future. You don’t see it in the commodity markets. 

Now, if you are to meet the situation, this financial danger I am 
afraid of, if you were to meet that by trying to control steel prices, 
it would be rather off the point. It would mean, of course, that those 
people who buy steel, if the companies were willing to manufacture as 
much at a lower price for this cost, presumably squeeze a little tighter, 
those people would have their money they save on steel to put in 
something else. They might save some or spend some to keep other 
prices up. 

Senator Carrot. If we have this condition of concentrated indus- 
tries administering prices for years, what can we do about it? 

Mr. Wurirney. No, the new condition is the power of the unions 
to control these wage increases. 
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Senator Carrott. You think the unions are to blame for the price 
increases ¢ 

Mr. Wuirney. They figure in it, think. They could not be blamed 
entirely, any more than could administered prices by concentrated 
industries. Both of those come in. 

When you said this new condition existing, I think you must have 
perhaps meant to refer to the existence of concentrated industries 
with administered prices. They aren’t new. United States Steel’s 
share of the steel business is far below what it used to be. 

Senator Carrotu. I wasn’t thinking only of United States Steel. 
I was thinking of the growth of the Nation, and its expansion. In 
the last 25 years since the depression, I am talking about. We had 
a national income of about $40 billion in 1933, and we have ballooned 
up to about 360 billion. 

Mr. Wuirney. Much of it is in real value, is it not? In that case, 
it does not seem to me to be such a crying problem as you seem to 
fear. Our standard of living is rising. Whatever ou have in mind, 
a concentrated industry, or whether that is perhaps holding our 
standard of living down, they don’t seem to be doing it. 

Senator Carrott. Why do you think the President and the Con- 
= and the Joint Economic Committee are so concerned? Is it 

ause of labor, do you think ? 

Mr. Wuirnery. To my mind, the most important thing is the Gov- 
ernment bond market. In other words, if people are not willing to 
buy Government bonds out of savings, we’ll have inflation, prices 
will rise, and as they rise, people will feel more and more that way, 
and it will become really dangerous. 

Senator Carroti. Thank you, Mr. Whitney. 

Mr. Cuumpris. Could I develop one point on that ? 

Senator Harr. Yes. 

Mr. Cuumpris. This comes from Senator Carroll’s question about 
the increase in wages in a concentrated industry. It would be easier 
for a concentrated and administered-price industry to accept a wage 
increase than it would, for instance, a market-price industry, for in- 
stance the farmer. The farmer could only pay wages at a certain 
level, if he expects to make any profit at all, which you will recognize 
he is making very little of. 

Mr. Wurrney. I agree. That is probably one reason, if not the 
main reason, why, in the period of br. Means has introduced us to, 
since 1953, farm wages have risen less than any industry in his chart. 
The fact that the concentrated industries have not raised their prices 
during the whole postwar period to the degree that current demands 
would have permitted gave them the possibiliy of absorbing these 
wage increases and raising the price to cover it. 

_ Dr. Galbraith, incidentally, fully believes that, as I do, that that 
is why they are able to do it. The competitive industry simply 
cannot absorb it. 

Mr. Bouton-Smiru. Mr. Chairman, pertinent to that is Senator 
Wiley’s statement in the day before yesterday’s Congressional Record, 
on. page 3402, March 11. May it be inserted as an exhibit at this 
point ? 

Senator Harr. Without objection, it will be. 

(The material referred to may be found on page 5120.) 
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Senator Carroti. I have one further point—questions that I have 
compounded from my own record, to be checked by the staff for 
accuracy, and then to be put into the record. 

Senator Harr. It is understood this will be done. 

Mr. Peck. [have one short question of Dr. Means. 

Senator Hart. Mr. Peck. 

Mr. Peck. We. understand, sir, that you distinguish between de- 
mand inflation and administrative inflation ? 

Mr. Mrans. Yes. 

Mr. Peck. Do we understand correctly that the administrative in- 
flation to which you refer began roughly in 1953, and that prior to 
1953, since the war, it was by and large a demand inflation ? 

Mr. Means. That is my view, yes. I think Dr. Galbraith slipped 
. a little in attributing to me the idea that it was an administered 
inflation since the war. 

Mr. Peck. It was a demand inflation between 1946, perhaps, and 
1953, and an administered inflation from 1953 to the present date? 

Mr. Means. Yes. 

Mr. Peck. Why did you select 1953 ? 

Mr. Means. It was a year which was 2 years after the peak of 
prices had been reached. The peak of prices, for the wholesale price 
index, in toto, was reached in the first part of 1951, and from then 
on, prices came down so that the wholesale price index was 6 percent 
below its peak level by 1953. : 

In the analysis that I made, the administered prices lagged: in a 
demand inflation. The average of prices rises to the point where the 
level of prices and the money supply are in balance, then market prices 
come down, administered prices continue up, until they get into some 
sort of approximate balance. In my estimation, that balance was 
approximately reached by 1953, and it is because it was reached that 
when price controls were taken off, in February 1953, there was no 
significant change in either prices or Wage rates. 

Mr. Pecx. Thank you, Dr. Means. 

One more question of Dr. Whitney. Yesterday Dr. Machlup said 
that in his opinion it was very inflationary to have wage rates exceed 
the national average of productivity, or to increase more rapidly than 
the national average of productivity. Do you know of or care to 
mention, sir, any industries in which the increase of wage rates has 
been more rapid than the national increase of productivity ? 

Mr. Wuitney. I read in the paper yesterday that the average fac- 
tory hourly earnings:had increased '4.percent since 1 year.ago... Now, 
having said that, I recognize that is not a case, because the ‘national 
average of productivity has probably risen well over that, because 
we are coming out of a low period of productivity and into a much 
higher one now. A better example would be steel where, at the end 
of 1958, productivity was back to the 1955 level almost but wages had 
risen 27 percent. 

Mr. Peck. Then would the wage level in the steel industry possibly 
be an example of what Dr. Machlup had in mind when he said that 
certain wage levels were inflationary ? 

Mr. Wuarrnry. 100 percent. He must have had that in mind, and 
strongly so. Steel wages have led the parade of wages up, and they 
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have gone well beyond productivity for a long time. I am sure he 
had that in mind. 

Mr. Peck. Beyond the national level. 

Mr. Wurrney. And beyond the industry level; steel also. 

Mr. Peck. That is all I have to ask, Mr. Chairman. 

Thank you very much, Mr. Whitney. 

Senator Harr. Mr. Dixon, do you have any questions? 

Mr. Drxon. Dr. Whitney, this subcommittee, after studying the 
steel industry’s prices, issued its report. I might attempt to say that, 
if I understood the conclusion in the report, the subcommittee indi- 
cated a great deal of concern about pricing practices in the steel indus- 
try which lead to substantially identical prices. Whether they were 
the pricing practices complained of by the Federal Trade Commission 
in its complaint of 1946-47, when the industry used what was known 
as a basing point delivered-price system, or whether it is the type of 
pricing that they are using today as a result of their settlement and 
acceptance of the consent order, where they are presumably pricing 
on an f.0.b. basis, the subcommittee observed that their prices had 
been substantially identical, whichever method of pricing was em- 
ployed by the steel industry. This chart we are looking at illustrates 
one of the primary concerns of the subcommittee. It illustrates that 
in 1958 the principal price leader in the industry, United States Steel, 
made profits of approximately 10 percent on net worth, at an operating 
rate of approximately 59 percent of capacity. 

I want to ask you, sir, as an economist, whether you would recom- 
mend to this subcommittee or to the Congress that the Congress do 
nothing about that type of pricing? 

Mr. Wuirney. You define that type of pricing, as I understand 
it, as that type of price which exists in steel, and whose evil result is 
that they make 10 percent when they are operating at 59 percent of 
capacity. 

Mr. Drxon. I don’t care to characterize it as evil or anything else; 
I merely characterize it as a fact, that last year, United States Steel 
was able to make a 10 percent return on its investment, while oper- 
atng at 59 percent of capacity. Is that a desired type of pricing 
for our economy? Do you desire that to continue, sir? 

Mr. Wuitrnry. The whole industry did not make as much as 
United States Steel. The price of steel is about the same for all 
sellers as you have just mentioned, and United States Steel’s high 
rate of return was due to its lower costs, compared to-the rest of the 
industry. 

Mr. Drxon. What do you base that upon, sir? We couldn’t find 
out their costs. Do you have sources that we don’t have? 

Mr. Wuirney. I’m using your figures, the rate of return as an- 
nounced by them, which struck you as so high. 

: Now, the rate of return, as announced by other companies, is much 
ower. 

Mr. Buair. We have the chart for the total steel industry, and we 
can put it into the record. 

Mr. Dixon. I don’t want to leave this point. Will you leave it 
there, please, sir ? 

Let us assume that that chart is right, Dr. Whitney. If it is right, 
are you disturbed about it? 
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Mr. Wurirney. Oh, I accept it as being right. 

Mr. Drxon. You accept that chart as reflecting the profits that 
United States Steel made, while operating at 59 percent of capacity? 

Mr. Wurrney. Well, they are based on the published figures, aren’t 
they, Dr. Blair. 

Mr. Bua. Yes. 

Mr. Wuirney. Sure, I accept them. 

Mr. Drxon. You are not disturbed by the fact that the leader in 
the steel industry is willing to continue a pricing practice which 
would afford them that rate of return on their capital investment, 
while operating at slightly over 50 percent of capacity ? 

Mr. Wurrney. If I were disturbed at that, and urged that there- 
fore the price of steel would be cut, what would happen to the smaller 
companies, whose margins are narrower ? 

Mr. Drxon. What happened to the automobile industry when Henry 
Ford decided that rather than raise prices, he would cut prices? Didn’t 
he sell more Fords? 

Mr. Wurirnery. Yes. 

Mr. Drxon. Isn’t it possible they might sell more steel if they cut 
prices ¢ 

Mr. Wuirney. Yes. 

Mr. Buarr. Mr. Chairman, I would just like to have incorporated 
in the record at this point the scatter diagram for the total steel in- 
dustry, which shows, as Dr. Whitney indicated, a somewhat lower 
rate of return for 1958 than what is depicted for United States Steel. 
However, it is not substantially lower. It will be recalled that the 
observation for United States Steel was at 10 percent profit rate and 
59 percent of capacity. The observation for the total steel industry 
is a little less than 9 percent, at a lower operating rate—excuse me, 
at a slightly higher operating rate of 61 percent, so the operating rate 
for the industry as a whole was about the same as for United States 
Steel, but the profit rate was down only a little over 1 percentage 

oint. 
: Mr. Drxon. Thank you, Dr. Blair. 
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Mr. Dixon. Dr. Whitney, do you have an opinion as to whether 
the monetary or fiscal measures that have been instituted by the Fed- 
eral Reserve Board will have any effect upon steel prices, or steel 
pricing practices ? 

Mr. Wurtney. I don’t think I have an opinion on that. I assume 
they are not intended to affect them. I may be wrong. 

Mr. Drxon. You don’t assume they would have any effect upon the 
pricing practices in the steel industry ¢ 
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Mr. Wurrney. Well, indirectly. It is part of the total picture, yes. 
If there is tight money, which you are referring to, probably, and the 
result is a reduction in total spending, total borrowing, and so forth, 
there will be a dominant pressure in all prices, and that pressure will 
prevent their rising. That will be one thing that will tend to keep 
steel prices down. If they can avoid this labor cost increase, and a 
similar increase coming from the rest of the economy, I think it will 
be effective in holding steel and other prices down. 

Mr. Dixon. You keep’ referring to the steel price increase, and I 
share your genuine concern about any steel price increase. You re- 
ferred to the factor, though, that labor, in your opinion, is the princi- 
pal factor that has affected steel price increases. Do I understand 
that to be correct, sir? 

Mr. Wuirney. Yes, I think so. 

Mr. Dixon. The Federal Trade Commission, by law, Dr. Whitney, 
only has power to perform its statutory duties in industry; isn’t that 
correct, sir? 

Mr. Wuitney. I think so. 

Mr. Drxon. It has nothing to do with labor, does it 4 

Mr. Wuirney. No. 

Mr. Drxon. Dr. Whitney, do you think that the antitrust laws have 
been effective in the past, in guaranteeing to the American people 
the fruits of price competition in the steel industry ? 

Mr. Wuitney. No. We could only achieve that by breaking up 
the big companies into such small units that the price of steel would 
rise sharply, in my opinion, due to higher costs of production. 

Mr. Drxon. In other words, you would recommend doing nothing 
about it, and just leaving them alone? 

Mr. Wnuirney. I’m not in favor of breaking up the large com- 
panies, in hope of achieving price competition. I think that is what 
you are asking, isn’t it ? 

Mr. Dixon. Yes, sir. 

Mr. Wuirney. No. 

Mr. Drxon. Then I asked the opposite. Would you just ignore the 
problem, if there is one? 

Mr. Wurirtney. No, I made a recommendation this morning. I said 
that this continuing rising price of steel is a postwar phenomenon, and 
the concentration of industry is a prewar phenomenon. If you want 
to do that, we have to observe what changes have occurred since the 
war. They are not changes in concentration. They are changes in 
money supply and union power. 

Mr. Drxon. You keep talking about union power, sir. I note the 
marked absence of talking about the power of managers of the steel 
industry. Aren’t you concerned about their power at all ? 

Mr. Wuirney. Yes, I said in my statement that it is a serious 
problem. 

On the other hand, because of the big size of these companies, they 
are able to give us a vast volume of production, and make us the 
strongest industrial power in the world. Therefore, I am not pre- 
pared to sacrifice that. 

Mr. Dixon. Haven’t they also illustrated that, after going through 
a mumbo-jumbo action of negotiation with labor, in giving public 
statements of resentment, after they apparently decide they have to 





ave 
yple 


yup 
yuld 


Ling 


om- 
vhat 


s the 


said 
and 
want 
> the 
eas in 


a the 
steel 


rious 


they 
s the 
pre- 


ough 
yublic 
ive to 


ADMINISTERED PRICES 5073 


give labor what they are asking for, they can multiply that, or add 
something substantially on top of that, sir? 

Mr. Wuirney. My figures do not support the word “multiply” and 
whether an increase of from 12 to 14 percent in the price margin at 
the time of a peak capital goods boom can be called a substantial addi- 
tion might be a question. If you call that substantial, all right, it is. 

Mr. Drxon. Let’s talk about the coming wage negotiations that are 
going to affect every man, woman, and child in this country. If 
prices go up in the steel industry, do you or do you not think that it 
will add to the problem of inflation in this country ? 

Mr. Wurrney. It will add to the many problems, including that of 
inflation, although that isn’t at the heart of inflation, in my opinion. 
Nevertheless, it will be a serious thing, and I hope it doesn’t happen. 

Mr. Dixon. I agree with you, sir, we certainly hope it doesn’t 
happen. But if anything can be done to discourage that, we think 
it would be a desirable thing, would it not ? 

Mr. Wurrney. Yes, and I think Senator Kefauver suggested it, 
and I was unhappy to see that the leader of the union turned it down 
abruptly. 

Mr. Drxon. We haven’t heard from Mr. Roger Blough of United 
States Steel. We don’t know whether he is going to accept it or not. 
I hope he accepts it. 

I think it certainly might be said, might it not, Dr. Whitney, that 
antitrust approaches to problems of concentration, monopoly, and 
inflationary results that might flow from them are long-range ap- 
proaches, are they not, sir? You do approve of the antitrust ap- 
preach that we have consistently relied upon in this country; do you 
not ¢ 

Mr. Wnirney. Yes, I approve of the antitrust approach. I have 
always. Mr. Galbraith has only recently become a convert. If you 
will check his book, “American Capitalism: The Concept of Counter- 
vailing Power,” you will find he makes fun of the antitrust laws. 

Mr. Drxon. You approve of them ? 

Mr. Wurtney. Yes. 

Mr. Drxon. But you are not. remiss to approve of the approach 
that Senator Kefauver has made, from a short-range approach? If 
we could call it short range to try to do something to meet the coming 
negotiations, or the coming problem. 

Mr. Wurrney. But these negotiations are not only in steel. Every 
month this year, there are negotiations between unions and employers. 
<3 all play a role, as well as steel. 

Mr. Dixon. There are many people who believe that the pattern 
might flow from steel. 

Mr. Wuirney. How do you set a negotiation pattern, if steel’s pat- 
tern isset in July? 

Mr. Dixon. We are talking about one that is in front of us. 

Mr. Wurrney. That is right. But what about the rubber industry, 
that hasto finish, I believe, in May? 

Mr. Dixon. Certainly; the rubber industry, I believe, could have 
some effect on our economy, if their prices go up. We grant that, 
and I don’t think anybody would disagree with you. And I don’t 
think Senator Kefauver would be remiss to urge upon that industry 
that in the coming negotiations, they might perhaps attempt to follow 
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the same pattern he is recommending to steel. Would you feel that 
would be a good suggestion to make ? 

Mr. Wurrney. No, I think that your bringing that out that way 
shows the limited nature of this whole program we are now discuss- 
ing, that is, appeal to industry after industry to limit demands, be- 
cause, since it is a national problem, coming up month after month in 
every industry, you don’t logically approach it by making an appeal 
to a specific industry. 

Mr. Drxon. You agree that steel is the basic industry in our 
economy ¢ 

Mr. —_—_ Well, I thought agriculture was. 

Mr. Dixon. Where do you place steel in our economy ¢ 

Mr. Wurrney. It is very important. The value of steel products 
is about one-thirtieth of the total value of products. In my mind, 
that is very important. 

Drxon. Do you measure inflation on the value of products, 
rather than the trigger it might give to the economy ? 

Mr. Wuarrney. I'll measure em either way. But I don’t accept 
the fact that steel is a trigger to the economy. 

Mr. Drxon. Let me make a homely example, then. If steel prices 
go up, isn’t it logical that a plow will go up in price? 

Mr. Wurtney. Yes. 

Mr. Drxon. Doesn’t the farmer buy a plow? 

Mr. Wurrney. Yes, but he also buys tires for that plow—oh, ex- 
cuse me; I was thinking of a vehicle. The farmer also buys tires, 
gasoline, clothing, and many other things. 

Mr. Drxon. Isn’t it necessary for manufacturers of tires to have 
equipment made of steel ? 

Mr. Wurrney. Yes, but I have already explained that steel is 
about one-thirtieth of the total product. It may be more, but I am 
not sure. 

Mr. Drxon. How about the pyramiding of these increases? 

Mr. Wurrney. Why haven’t they pyramided? Instead of that, 
the average steel-using item, in the cost-of-living index, has gone up 
less than 1 percent, and the whole cost of living has gone up 8 per- 
cent since 1953. Where is the pyramiding to the seenener! 

Mr. Drxon. The things you are talking about in the index, sir, are 
not even in the index. The things that I am talking about are not 
in the index. 

Mr. Wuirney. You said to the consumer? 

Mr. Drxon. You keep talking about the index, and what I am talk- 
ing about is not even in the index. 

Mr. Wurrney. Then, if you talk about the entire output of the 
economy, you will find steel makes up one-thirtieth of the entire econ- 
omy. Psychologically, it may be one twenty-fifth. 

Mr. Drxon. I'll ask you this. Are you disturbed about the picture 
in the automobile industry? 

Mr. Wnuirney. Yes. It is the penalty we have to pay for tremen- 
dous production ‘and tremendous competition. Company after com- 
pany has failed, failing to meet the test. 

Mr. Drxon. Do you desire us to have a competitive society ? 

Mr. Wnarrney. Yes. 

Mr. Drxon. You want it to continue? 





ADMINISTERED PRICES 


Mr. Wuirtney. Yes. 

Mr. Dixon. You don’t want it to disappear? 

Mr. Wurirney. No. 

Mr. Drxon. What are we going to do about it? Do you have any 
solution you can offer us? 

Mr. Wurrney. Do you feel that it is disappearing ? 

Mr. Drxon. I think it definitely is tending in the direction of more 
and more concentration, sir, and the problems that flow from con- 
centration are very inviting to me. 

Mr. Wurrney. What is your source for believing that it is tending 
to more concentration ? 

Mr. Drxon. The subcommittee issued a report on concentration in 
American industry that was prepared by the Census Bureau from 
the most recent Census of Manufacturers. It so indicated, that there 
was a trend toward concentration in our major industries. 

Mr. Wurrtney. I couldn’t see that in that report. In what part of 
it? 

Mr. Dixon. It was a trend in manufacturing as a whole. I trust 
that you looked at it. I don’t have it with me, but it wouldn’t be 
very hard to show it to you, if I had it. 

Mr. Wurrney. Have you read my memorandum discussing it? 

Mr. Dixon. I read it; yes, sir. 

Mr. Wuitnery. What did you think of my arguments? 

Mr. Drxon. I didn’t think a great deal of them, frankly. 

Mr. Wurirney. Well, that is a difference of opinion. 


Mr. Cuumpnris. I suggest that his memorandum be placed in the 
record, 


Senator Harr. I believe it already is. 

(The memorandum referred to may be found on p. 5172.) 

Senator Harr. Is it agreed that the witness and the counsel are, at 
least in some respects, in disagreement, and that it approaches the hour 
forlunch? There is something the Chair understands completely. 

If there are no further questions, we will recess, and we shall re- 
sume in this room at 2:30. Senator Carroll will preside. 

Are you free to come back this afternoon ? 

Mr. Wuirney. Yes. 

(Whereupon, at 1:00 p.m. the subcommittee recessed to reconvene 
at 2:30 p.m. the same day.) 


AFTERNOON SESSION 


Senator Carroii. The committee will come to order. 

I understand that our witness this afternoon is a very fine econo- 
mist, Mr. Eugene Havas. Will you take a seat right there, please. 

Mr. Havas. Thank you. 

Senator Carroty. Do you have a prepared statement ? 

Mr. Havas. Yes, sir. 

Senator Carroiy. Has the statement been distributed to other mem- 
bers of the committee 

Mr. Havas. Yes, sir. And I have a few corrections which I would 
like to hand to the reporter, and to you, Mr. Chairman. 

Senator Carroti. These corrections will be given to the reporter 
and inserted in the appropriate place in the record. 

Mr. Havas, do you desire to read your statement, do you want to 
summarize it, or what is your pleasure? 

35621—59—pt. 1015 
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Mr. Havas. If it is all right with you, sir, I would like to read it 
and you can interrupt me whenever you find it necessary. 

Senator Carrott. How many pages do you have? 

Mr. Havas. About 20. 

Senator Carrotu. All right, sir. You may proceed. 


STATEMENT OF EUGENE HAVAS, WASHINGTON, D.C. 


Mr. Havas. Mr. Chairman and members of the subcommittee, in 
the last 2 years I have followed with great interest your committee’s 
investigation of administered prices and their relation to inflation. I 
deeply appreciate the honor of being invited to testify before your 
committee. 

For the past 3 years I have felt very keenly about this new type of 
inflation. Having experienced the two major inflations of the classic 
type and being a victim of the first in my younger years, I became an 
economist by necessity. Having lost all my savings by 1920, when I 
reached maturity, I never lost sight of inflation ever since. I received 
a diploma in economics and political science at Oxford, England, in 
1926. Prior to my coming to the United States in 1933 as a Rocke- 
feller fellow in social sciences to learn about the financial aspects of 
the great crash of 1929 and the recovery, I was Budapest correspond- 
ent of the London Economist in my native land of Hungary from 
1926 to 1937; then I was financial adviser for the Royal Hungarian 
Legation in the United States from 1937 to 1942 in New York. I am 
now a resident of Washington, D.C., and a citizen of the United 
States since 1944, acting as an investment adviser specializing in 
railroad bonds. 

May I add that I am not representing anybody. My only interest is 
that the purchasing power of the dollar should remain stable and that 
bonds should not lose their value as they did in many European coun- 
tries. 

I would like to stress that my contribution can only be supplemen- 
tary to the many learned witnesses which have appeared before this 
committee on this important subject. I will not attempt to deal with 
it from the viewpoint of the academic economist, nor from the view- 
point of the governmental or monetary official, but rather from the 
viewpoint of a practical financial expert and investor interested in 
these problems. 


Steel profits a major cause of inflation 

I would like to analyze one of the major aspects of inflation which I 
believe to be steel. With your permission, sir, I will examine the 
inflationary effects of steel profits which, as I see it, are the driving 
force of the cost push inflation ; its consequences on the price level, the 
wage pattern, the stock and bond markets, and to suggest remedies 
which could check the inflationary spiral which is looming again. 

We are fortunate indeed to have Dr. Gardiner Means’ charts, espe- 
cially chart IV which is the central issue in the present investigation. 
More than 6 weeks have elapsed since Dr. Means submitted to your 
committee his charts and so far no one has disproved his main con- 
clusion that steel and steel-using industries were chiefly responsible for 
the increased wholesale prices in the 1953-58 period. 

Whether we examine the 1953-58 period or the shorter 1955-58, the 
facts stand out clearly that Dr. Means is right that the 8-percent rise 
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in wholesale prices would not have occurred had steel prices not been 
repeatedly raised far beyond other — 

According to the Bureau of Labor Statistics the index of the 
finished steel prices based on 1926-29 prices at 100 had risen to 286.2 
by October 1958, whereas the index of wholesale prices at 189.5 in the 
comparable period rose only to about one-half of the rise in steel. 

ith June 1947 as a base, steel prices advanced 115 percent to June 
1957 while wholesale prices of industrial commodities have gone up 
only 36 percent, and all commodities, including farm products and 
food, slightly less than 30 percent. From mid-1955 through 1957 
prices of steel mill products were raised 25 percent. As we shall ob- 
serve in the following pages, this is the period when steel profits and 
dividends of the major steel producing corporations have doubled. 

In the same period prices of farm products and textiles declined, 
and chart IV of Dr. Means rightly concluded that without the excessive 
steel price increases the wholesale price index instead of going up 8 

ercent would have remained practically stable within 1 percent. The 

ata of Federal Trade and the Security and Exchange Commissions 
show over the postwar years that profits of the primary iron and steel 
industry have grown more than the profits of all manufacturing corpo- 
rations combined. 

One of the most substantial steel users, the railroad industry, which 
spent about a billion dollars for capital improvements in 1957 reduced 
its spending to less than $600 million in 1958, and there is little hope 
that it can resume its investment program so necessary for our na- 
tional defense to the billion level of 1957. So, it cannot be said that 
the price of steel does not affect demand. 

I am not suggesting that all the decrease in the steel purchases of 
the railroad industry is due to the higher price of steel. The railroad 
industry had other problems, but certainly the chief factor was the 
higher price of steel affecting all of their commodities on which the 
railroad depends. 

Much of what I will say will concern the United States Steel Corp. 
I have great admiration for this leading business corporation. Its 
history shows what magnificent and farsighted business leadership 
can accomplish. It is difficult to talk of U.S. industry, and more 

articularly of steel, without talking about the United States Steel 

orp. I can only hope that the deliberation of this committee will 
help bring about a review of certain of their practices which, I be- 
lieve, are not in the best interest of the firm or of the U.S. economy. 


United States Steel Corp. 


I should like to offer for the record a financial analysis of the 
United States Steel Corp. prepared by Jas. H. Oliphant & Co., mem- 
bers of the New York Stock Exchange, under the title “Oliphant’s 
Studies in Securities No. 288,” dated October 1958. These studies are 
based on reliable research and are much respected in financial circles. 

The Oliphant study reported that capital expenditures of the entire 
steel industry on plant and equipment came to $9.2 billion in 10 years 
of 1948-57. It stresses the fact that— 


The performance of the leader, United States Steel Corp., has been well above 
industry average. Improvement of earning power has been notable. In profit 
margin United States Steel easily ranked the first among the eight leading steel 
companies; it had been sixth in 1948. For purposes of comparison, profit mar- 
gin is taken as the ratio to sales and other income of the earnings before 
depletion, depreciation, or amortization, interest charges, and income taxes. 





5078 ADMINISTERED PRICES 


In bringing down the operating profits to earnings for the common stock 
United States Steel has made unusual deductions which affect comparisons, 
year to year. Under Government certificates of necessity, 5-year amortization 
instead of regular depreciation has been applied to cost of certain new facilities. 


I would like at this point, sir, to refer to the photostats of Oliphant 
& Co., which will give a very good view of how the volume, the profits, 
the operating rate, and depreciation have changed in the last 10 years, 
and I think they would support very much what I am saying here. 

Senator Carrotit. Without objection, it will be entered into the 
record. 

(The material referred to is as follows :) 


United States Steel Corp., statistical data, 1948-57 





Sales of | Depre- 

Steel Number | products | ciation, Net Share |Common Price 
products} of em- and depletion,| income | earnings |dividends range 
shipped | ployees | services jand amor- 

tization 


Thousand Thousand) Thousand| Thousand 

tons dollars dollars dollars Dollars Dollars 

23, 414 271, 037 4, 413.8 280. 4 419.4 7. 33 3.00 7344-484 
23, 911 260, 646 4, 228.9 287. 1 348.0 6.01 2. 60 7334-515 
25, 506 272, 646 4, 097.7 288. 370.0 6. 45 2.16 6214-3354 
20, 239 268, 142 3, 250. 264. £ 195. 4 3. 23 . 50 3744-19% 
25, 091 301, 560 3, 861. 288. 222.0 3.77 . 50 2214-1644 
21, 133 294, 263 3, 137. ‘ 143.6 2. . 50 2114-18% 
24, 626 301, 328 ‘ 184. 3 3. 08 . 50 2374-1834 
22, 635 288, 265 215.4 3.6 .73 2134-12% 
18, 212 291, 163 165.9 2. 13 1334-10% 
20,655 | 206, 785 129.6 f . 84 1454-11K 


ante 


Nortg.—Share data adjusted for split-ups of 2-for-1 in 1955 and 2-for-1 in 1949. 


| 


Profit Operating Profit Operating 
margin rate margin rate 


Percent Percent | Percent Percent 
6 months, 1958...........- 22.1 53.5 || Year, 1953 20.3 98.4 
6 months, 1957 26.1 92.6 |) Year, 1952 13.9 85.0 
Year, 1957 : 25.1 ee | 34 101.3 
Year, 1956 22.8 85.2 || Year, 1950. 20.1 98.2 
| Fo ee 25.1 90. 8 Year, 1949.._. eer ‘ 17.8 82.5 
pL Ee ee es 20.1 73.2 || Year, 1948 . 15.4 93.8 


Mr. Havas. Especially since 1951 such amortizations enlarged con- 
siderably the sums reserved for “wear and exhaustion” of the prop- 
erties. 

Another extraordinary charge to earnings in recent years has been 
on account of pensions. 

The profit margin of the United States Steel Corp. in the first 6 
months of 1957 reached the all-time high of 26.1 percent, as against 
25.1 percent for the full year of 1957, which is the same as the full 
year of 1955. However, the operating rate in 1957 for the full year 

yas 85.2, against 90.8 in 1955. 

In the first 6 months of 1958, at an operating rate of 53.5 percent 
only, profit margins amounted to 22.1 percent before taxes. 

According to the United States Steel Quarterly, issued in February 
1959, operating ratio in the second half of the year 1958 went up from 
53.5 to 59.2. This issue also states that in the last quarter of 1958 with 
an operating rate of 72.7 percent net income per sales amounted to 9.7 
percent. In 1957, the best year United States Steel ever had in its 
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history, net per sales after taxes was 9.5 percent at an operating ratio 
of 85.2 percent. 

What I want to stress here is that the 9.7 percent in net profit per 
sales is attained at 72.7 percent capacity. 

Senator Carrotn. Whereas in 1957 it had the profit rate at 9.5 
with an operating rate at 85.2 percent. . ; 

Mr. Havas. That is correct, sir, and even they were higher if you 
look at this statement. They were over 

Senator Carrott. When you refer to “this statement”, so the record 
will be clear, what do you have? 

Mr. Havas. This paper of Oliphant & Co. They were operating, 
for instance, in 1951 at 101 percent capacity and their profit margin 
was only 21 percent as against 26 percent now, 25 to 26 percent now 
with that 72 percent ratio. 

These figures are quoted from the February issue of “United States 
Steel Performance at a Glance” for its employees. The magnificent 
showing of efficiency is coupled, however, with the dismal picture that 
in the last quarter of 1958 the average number of employees was only 
223,829, as against 262,031 in the last quarter of 1957. 

This is a drop of 15 percent producing the same amount of steel, 
selling it for the same amount of money, and making more money per 
sales. 

Senator Carrott. Do you know the reason for that reduction in 
employees ? 

Mr. Havas. Well, the reason was that they have improved their 
efficiency and in times of slack, which I think came rather suddenly in 
1957, they had not discharged their employees right away, not realizing 
how deep the recession might be, and then I think they suddenly dis- 


charged many, and have not hired perhaps enough in the last quarter 
of 1958. 


I peally hope that this will not be the case for the whole year because 
’ 


if it is, then I think we have one of the most serious crises in employ- 
ment which we ever had in this country. 

Senator Carrot. My point is, was that as a result of economic policy 
or a result of technological advance? 

Mr. Havas. It is chiefly technological advance, sir; because they 
have produced the same amount of steel for approximately the same 
prices and they have increased their profit margin. 

The net. income of $90.7 million in the last quarter of 1958 was almost 
the same as the $90.4 million in the last quarter of 1957, but the net 
per sales improved to 9.7 percent in 1958 from 8.7 percent in the last 
quarter of 1957 as the working force was reduced by 15 percent. 

In view of the close to 90 percent operating rate of the first quarter 
and the probability of its continuation in the second quarter of 1959 
it is a reasonable assumption that United States Steel will earn at 
least 10 percent on its sales, and perhaps more. 

The excellent record of the first. half of 1959 could not have been 
assumed by the Oliphant Study, issued in October 1958, yet the opinion 
was expressed : 


A fair guess for a good year now, perhaps 1959, would be $8 to $9 share earnings. 
There is good reason to believe that United States Steel is now earning at that 
rate, which is a record both in relation to sales and per share profit, 

The per share earnings of the United States Steel (adjusted for 
stock splitups of two for one in 1955 and three for one in 1949) 





5080 ADMINISTERED PRICES 


amounted in 1948 to $2; between 1949 and 1953 fluctuated between a 
low of $2.27 in 1952 and $3.77 in 1953. In the 1954 recession year 
profits fell to $3.23 per share, then skyrocketed to $6.45 in 1955, $6.01 
in 1956, the year of the strike and the new wage contract, rose to a new 
high of $7.33 in 1957, and fell in the last recession to $5.13 in 1958. 

It is of special interest to note that United States Steel earned in the 
1958 recession year $5.13 per share net at the low operating rate of 
59.2 percent, whereas in the previous recession of 1954 with 73.2 oper- 
ating rate earnings were $3.23 only. The dividend doubled from 1954 
to 1958 and increased four times since 1948. 

I think this is answering your question, sir, how they have improved 
technology, that they have almost doubled their profits in these two 
recession periods. 

Mr. Buarr. May I just ask one brief question of Mr. Havas, Mr. 
Chairman ? 

Senator Carrotu. Certainly. 

Mr. Buatr. Mr. Havas, I take it, then, that as an investor, a person 
familiar with activities in financial circles, in appraising profitability 
of a company like United States Steel over periods of time you do 
take into consideration changes in its operating rate. 

Mr. Havas. Oh, yes. 

Mr. Brarr. Is that generally done in the financial community ? 

Mr. Havas. Yes. As a matter of fact, that is the main business of 
the brokers, to advise their clients what they see ahead. Steel is selling 
always approximately 3 or 6 months in advance of what the market 
expects. Now, for instance, at the present rate, which is 90 percent, 
obviously steel is going to earn much more than it ever earned before. 
Now the question is whether in the third quarter—I think Mr. 
Thomas, Woodlief Thomas, economic adviser of the Federal Reserve 
Board, referred to that in his communication to the Washington 
Post on March 12—the question is, whether this high rate could be 
maintained if there were no strike in 1959. The technical situation 
in the steel industry has been that during the last year, the 1958 year, 
people were reducing their inventory. Inventories decreased all over. 
Then suddenly the Lebanon crisis came; and prices were increased 
in August so that people were wondering what will happen next so 
they started to buy and now they are buying in anticipation of the 
possibility of a new steel strike. 

Now, what the situation in the industry will be after July 1 will 
depend on whether or not there is a strike—I am speaking now from 
an investor point of view or from the market point of view. What the 
market would like to know now is, What will be the profitability of 
the steel industry after the new contracts, and you have dozens and 
dozens of stock market letters every day reaching you. One says 
that we see United States Steel at 125. The other says we are sure 
there will be a split, and so forth and so on. And that creates that 
inflationary market psychology which I think when we come to this 
point is really very dangerous to our situation. 

I would like to comment on—— 

Senator Carrouu. Is it possible, however, that the 90 percent operat- 
ing rate—I think you have indicated for the quarter—— 

r. Havas. Yes. 

Senator Carroty. Has anything to do with the possible prospect of 

wage negotiation or strike for the third quarter ? 
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Mr. Havas. Definitely. 

Senator Carron. I don’t want to express an opinion myself. I 
want to put it in the form of a question: The buildup of inventories 
today may have something to do with the 90 percent operating rate? 

Mr. Havas. It could be so, sir; because I am not saying who is 
building up the inventory. I am not saying that United States Steel 
Corp. is doing it, but after all, the market is run chiefly by psychology. 
Those people, who were caught short with their invenories a year ago, 
will now want to be smarter and they will say, “Well, we were wron 
last year. We want to be on the right side this year.” So they buil 
up inventories. 

But an independent economist like Mr. Woodlief Thomas, whose 
opinion I respect very highly, is wondering—he expressed this view 
in his letter to the Washington Post yesterday—if this 90 percent 
rate really corresponds to the present economic demand? Is that not 
an extraordinary situation which may be not lasting after July 1 if 
there is no steel strike? And I think this is what the market is wait- 
ing for now, how to appraise steel. 

Senator Carrotz. Thank you. 

Mr. Havas. I would like now to comment on how some of the prac- 
tices of the steel industry affect the stock market and the Treasury 
financing, two major aspects of the problem of inflation. I believe 
we will also see how much the U.S. Government assists these corpora- 
tions and how concretely these corporations can assist materially in a 
more effective management of our public debt financing. 


The credit of the Government and speculations 


Secretary of the Treasury Anderson warned before the Joint Eco- 
nomic Committee on February 5: 

If we ever reach the point where people will believe that to speculate is safe 
but to save is a gamble, then indeed we are in trouble. 

The stock market is still betting on the theory that it is safer to 
speculate. The Dow-Jones averages broke a historic record high of 
600 and reached even higher levels since the Secretary spoke. The 
Wall Street correspondent of the London Economist assessing the 
market outlook, writing before the averages crossed the 600 mark, 
reported that there is now a firm conviction that the averages will 
break through 650 this year. 

I may add that I get all sorts of stock market reports where they 
talk about 800, 900, and even a thousand. And it is impossible not 
to think of 1929 when people were also thinking that everything will 
go to the skies, 

This Economist’s article asking “How high is high” concludes that 
the very height of share prices has become one of the major factors 
In convincing investors that they will go still higher. That is now 
the market psychology. 

At this point I would like to say, Mr. Chairman, that whereas in 
this country people are always thinking of the contrast between the 
present inflationary psychology and the 1929 crash psychology, there 
is an entirely different psychology practically in every other country 
m the world. I know Europe better but I understand from my Latin 
American friends that is exactly the same in Latin America, and even 
worse in Asia. They are almost used to permanent inflation, That 





5082 ADMINISTERED PRICES 


is nothing new to them. I mean, ever since I can remember I have 
lived with inflation. So do the citizens of these other countries. But 
I think this is an entirely novel situation in this country, that we 
may have to make our plans according to a possibility that the dollar 
which is worth 50 cents today may not be worth 25 cents in a genera- 
tion. The drop in the value from 100 to 50 cents happened within the 
generation since I am in this country, and it may happen again, 


The effects of stock splits 


It is characteristic of our present inflationary psychology that there 
were more stock splits announced in the first 2 months of 1959 than 
during the whole year of 1958. 

The long expected split of the shares of the American Telegraph & 
Telephone Co. is of special significance because it can be so inter- 

reted that A.T. & T. will change its dividend policy. The traditional 

9 dividend of the company was increased modestly to $9.90, or $3.30 
per share of the split nk The market expects that the dividend, 
ge is now about 4 percent of the present market quotation of $240 
will go up. 

Mr. Cuumpris. May I ask Dr. Havas a question ? 

Senator Carrouu. Yes, surely. 

Mr. Cuumeris. What you just said, that the people are afraid the 
dollar might go from 50 cents to 25 cents, in other words, if a person 
has $5,000 in the bank and he figures that because of inflation that 
$5,000 will purchase only $2,500 a couple of years from now—— 

Mr. Havas. That is correct. 

Mr. Cuumpris. And he sees the market is going up, so he decides to 
tory 96000 worth of United States Steel, and that is—— 

r. Havas. That is correct. United States Steel or Standard Oil, 
or anything. 

Mr. Cuumeris. We have been talking about United States Steel so 
much I will use that as an example. . 

Mr. Havas. Yes. I want to point out at this stage again, sir, that 
I have nothing against United States Steel. I consider it one of the 
finest corporations not only in the United States but in the whole 
world. I have the greatest admiration for its founder, for J. P. Mor- 
gan. He was the great integrator at the time when times were dif- 
ferent, and then there was Judge Gary and then Myron Taylor the 
first president or chairman of United States Steel who accepted collec- 
tive bargaining. I think the United States Steel Corp., has a very fine 
record from the point of view of public service. 

Senator Carroty. You don’t doubt the ability of the present man- 
agement ¢ 

Mr. Havas. Not the ability. I think the ability of the United States 
Steel is the finest. These figures which I have cited show that. The 
question is how to use that ability, to which I will come later. 

As Government bonds are now selling on a 4 percent yield, a lot of 
investors and speculators reason that in view of the safe dividend 
record of the A.T. & T. in the past it is a good idea to switch from 
Government bonds into A.T. & T. stock, because in addition to the 4 
percent yield there is always a possibility of some additional benefit 
in the form of increased dividend or bonus, and so forth. 

Senator Carroty. Before you leave the A.T. & T., the stock split 
has not been made permanent. I think, as I understand it, it is still 
to be passed upon by its board by vote. 
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Mr. Havas. Yes. 

Senator Carroti. But it has been brought to my attention that one 
of the reasons for the stock split was, I believe, at the time they de- 
termined the split, at least when it was publicized, it was selling for 
about $180-——— 

Mr. Havas. That is right. 

Senator Carrott. And I think it is up to about $240 now. 

Mr. Havas. Now. 

Senator Carroti. And their concept was it had grown so high they 
wanted to distribute their stock to get a wider area for public financ- 
ing. Do you have any comment on that? 

Mr. Havas. Yes, sir. 

Senator Carrot. This being a real monopoly in the legalistic sense, 
their public financing is done in different ways than some of the cor- 
porations in the concentrated industries. 

Mr. Havas. I wish the concentrated industries would adopt the 
policies of A.T. & T. The country would benefit a great deal. I 
think the stock split of the A.T. & T. has really very great importance 
because I believe that the A.T. & T. situation affects our bond market, 
and this is for a very particular reason, sir. 

We are used to speculative or cyclical stock splits. There are a 
number of reasons for that. I will come later to that, to the camouflage 
of dividends, and so forth and soon. But the A.T. & T. was refusing 
to split for years. A lot of people put a lot of pressure on A.T. & T. 
to split the stock with this argument which you have cited that it 
will be a better distribution, which frankly I don’t believe is the real 
reason because whether you buy 

Senator Carrot. For public financing, they say. 

Mr. Havas. Not even for that, sir. Not even for that. The real 
reason, and I am glad to say that the management or the chief execu- 
tive of the A.T. & T. was frank enough to say so when they urged him, 
why don’t you split your stock; you would have a better distribution— 
the answer was we don’t split our stock because we can’t increase the 
dividend. People who expected stock splits in the last 5 or 10 years 
always expected higher dividends, and the A.T. & T. management 
was honest enough to say, we are not going to split the stock to make 
people believe that we will increase dividends, and I pay tribute to 
their honesty, that the A.T. & T. stock did not become a speculative 
stock in this sense. 

This Christmas it was announced as a Christmas present, the split— 
that is to say, the proposal of it which has to be voted upon, and I 
am quite sure it will be accepted. With the split, the A.T. & T. an- 
nounced that as a Christmas bonus, a Christmas gift, they would 
increase the dividend from $9 to $9.90. Now, as we see from the 
steel or the other cyclical and noncyclical stocks, the dividends have 
increased two, three, four, fivefold. Here there is a very small in- 
crease, 10 percent. Yet A.T. & T. felt it is necessary to issue a state- 
ment that since now we decided to split the stock, we increase the 
dividends at $3.30. Now, obviously that affects the market. Anyone 
who is in the stock market starts to figure out, $3.30, the dividends 
are paid quarterly. Well, that is divided by 4, which is 821% cents. 
It is not very likely, according to the speculative mind, that A.T. & T. 
once going from a $2.25 dividend to a $2.25 plus 10 percent, which 
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is $2.4714, and then divided by 3, that it will pay a quarterly divi- 
dend of 821% cents. They will think it will pay perhaps in a few 
years 90 cents or a dollar. There is nothing wrong with that. As 
a matter of fact, most other stocks did much better than the A.T. & T. 
Nevertheless, since the A.T. & T. was considered almost like a Gov- 
ernment bond, it was the stock for widows and orphans. Other stocks 
like Standard Oil or Anaconda Copper or almost anything, blue 
chips and cats and dogs, or whatever you call them, they all went 
up considerably, whilst the A.T. & T. stock did not move up much 
during the years of 1948 to 1958. 

However, the most interesting aspect of their financing as com- 
pared with the other major corporations like United States Steel 
or Standard Oil or General Electric or General Motors, that whereas 
the dividend remained stable for the A.T. & T., the number of stocks 
almost went up three times. There are more than three times as 
many stocks outstanding, without splitting, sir—that has nothing to 
do with this part. The way A.T. & T. financed its expansion is 
something which I would wish the American industry to take to 
heart and do likewise. A.T. & T. issued bonds, then converted these 
bonds into stocks, so that the number of stocks available in spite of 
the tremendous investment demand was readily satisfied. The stock 
was always very popular and is very popular and will be even more 
popular because on the top of all these advantages which the stock 
had so far, there is now the possibility that they will increase the 
dividends and then there will be also a corresponding gain in the 
market price. 

Suppose that the A.T. & T. is now selling on a 4 percent basis. If 
they increase the dividends 10 percent, then the stock will go up per- 
haps 10 percent. If they increase it by 25 percent, or whichever 
figure you take, the capitalization of the dividends will drive up the 
stock. That is what happened with United States Steel and Stand- 
ard Oil and with practically everything which is in the market 
which is reflected in the Dow-Jones industrial averages which went 
up from a low of 170, or thereabout, in 1948, to a high of 600-plus 
now. 

Compare that with the performance of the A.T. & T. It is not 
very brilliant because A.T. & T. went up from $140 to $180 during all 
these years. Sometimes it hit $200 and now is at $240. Surely it was 
a good investment or a good speculation to buy it before the split was 
announced, but there is nothing spectacular in that rise. That rise, 
if anything, is one of the best justified rises you could get in the mar- 
ket today by good economic reasoning and forecasting the future. 

As Mr. Whitney said this morning, he is not sure he would like to 
buy United States Steel at $100. He is sorry he didn’t buy it at $20. 
I could give him the letter of my broker telling me that United States 
Steel will be $125 on the basis of their earnings. 

Now, I am not advising anybody here to buy or sell any stock. Iam 
just trying to explain to you, sir, stock market psychology. Espe- 
cially I want to emphasize that there is nothing wrong or nothing 
mischievous about this rise of the American Telephone & Telegraph. 
I think those patient holders who had American Telephone and Tele- 
graph for 10 years, are at least getting something which most stock- 
holders in the other industries have also received. 
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Senator Carrott. Yes. Just one point. Let us assume that A.T. 
& T. was selling at $180 at the time of this announcement. 

Mr. Havas. Yes, sir. 

Senator Carroty. If there was a three-way split, that would be $60 
apiece. 

Mr. Havas. That is right. 

Senator Carrotu. If they should vote at $240 and make it $80 apiece, 
then the appreciation of the stock would be the relation of $20 to $60 
or 3314 percent, would it not ? 

Mr. Havas. Yes. But during that time, sir, though the market did 
not go up very much, still I could cite you any number of stocks which 
went up more than A.T. & T. 

Senator Carroxu. I want to make the record perfectly clear. I am 
not critical of what has been done. I want to emphasize more and 
more this question of stock appreciation and its effect. And I am not 
saying these people invested all these years because A.T. & T. has 
moved slowly, as you have indicated, when other stocks have been 
moving rapidly. 

Mr. Havas. Yes. 

Senator Carrot. I think it is in this last period since the announce- 
ment that there has been this increased activity 

Mr. Havas. That is right. 

Senator Carroizi. On the stock market because of the psychology 
of the split. 

Mr. Havas. Well, the psychology of the split certainly contributed 
a great deal to the rising market. I could cite a <a of others, 
Iam just coming to that, sir 

Senator Carroti. You go right ahead. I didn’t want to cut you 
off from this A.T. & T. discussion. 

Mr. Cuumpris. Would that same theory prevail with these insur- 
ance companies that have had a 25 to 1 jump at the same time that 
steel and the others were jumping 6 to 1? 

Mr. Havas. I’m sorry. T am really not familiar. These insur- 
ance companies are really a field for the specialist. I wish I had fol- 
lowed them, but I didn’t. 

Senator Carrott. Then you would have to distinguish between the 
mutuals and stock companies. 

Mr. Cuumpris. These were stock companies that made that tre- 
mendous jump in a 10-year period. 

Mr. Havas. I think I could express an opinion on some of the lead- 
ers of the stock market. 

Mr. Pecx. They were fire companies, weren’t they ? 

Mr. Havas. A lot of the insurance companies—if you look at the 
New York Times and Wall Street Journal, you see they are not what 
we call a listed stock. 

Mr. Peck. Principally fire insurance. 

Mr. Havas. And also other insurance companies. That is really a 
field for a specialist, and I would rather not venture into something 
that I don’t know much about. 

Senator Carrot. In this whole field of finance, my mother used 
to tell me, “Them that has gets.” That is true. 

Mr. Dixon. That is still true. 

Mr. Havas. Yes. 

Senator Carrotu. You go right ahead. 
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Mr. Havas. This reasoning, while perfectly legitimate and prob- 
ably rewarding in a long run, will only add new troubles to our Gov- 
ernment financing, because the pressure for higher rates and shorter 
maturities will only increase the cost of the debt burden of the budget 
which is scarcely balanced. Another new factor in the Government 
financing, and not a favorable one, is the almost complete disappear- 
ance of the premium which Government issues always commanded in 
the market over corporate borrowings. Recent issues of public utilities, 
such as the Illinois Bell or Duquesne Light bonds, show hardly 14 to % 

ercent higher yield than comparative maturities of Government 
fonds. The same is true of the 1 to 3 year maturities of the Chicago- 
Rock Island Railroad equipment certificates and of the recent Aus- 
trian and Japanese Government loans. 

Also the United States Steel bonds which were issued in July. 
They sell practically at the same yield bases as the 4 percent Govern- 
ment bonds. This 1s an entirely new phenomenon. The credit of the 
Government of the United States always used to command a very 
important premium. This has completely disappeared and I think 
this is a matter of very, very grave concern. The same is true of 
the—— 

Senator Carroiu. Dr. Blair thinks you ought to repeat that state- 
ment. Let us have that again. Let us emphasize that, drive that home 


again, if you will, please, about the disappearance of the premium. 

Mr. Havas. Yes. In any bond market, sir, whether it is New 
York or London or Berlin or Buenos Aires, the alpha and omega of 
the market is that there is something which is the best. Well, what 


could the best be but the Government? 

Then there are different classes. Now, the U.S. Government was 
always a class by itself, especially since the First World War when 
the United States became the foremost creditor Nation of the world. 
Now, this has come to an end this last year and I really think it is 
a tragedy. I think this is what Secretary Anderson means when he 
A we are in real trouble when speculation is safe and saving is a 
gamble. 

Senator Carrott. Why has it come to an end, briefly? I know 
you are discusisng it? 

Mr. Havas. Let me try to read a few more sentences. 

Senator Carroti. Please do. I didn’t mean to interfere. But I 
want you to summarize in words so simple that I can understand it 
and those who read the record may understand it. 

Mr. Havas. I am sure you understand it but I will try to make it 
clearer. 

Senator Carroty. It is a very fine presentation but it is technical. 
I am sure you can summarize this. 

Mr. Havas. Here I can give you an example which I think will sum- 
marize it. It is in your part of the country. You know that the rail- 
roads sell equipment trusts which are the best kind of short term se- 
curities because they are safe. The equipment is the guarantee. Now, 
the Chicago-Rock Island was bankrupt only about 12 years ago. Now, 
the Chicago-Rock Island equipment certificates or the Austrian and 
Japanese Government bonds for a 1 to 2 or 3-year maturity, sell 
practically within one quarter to three-eights percent with the 1- 
year or 3-year U.S. Governments. Well, you remember that it was 
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only about a month or 6 weeks ago that our Government could not 
sell 3-year bonds at 4 percent at par. ' 

Now, there are minor explanations. For instance, diversification. 
You would ask a New York banker or an investment banker, how 
is it that you are willing to buy 4.2 percent yielding Rock Island cer- 
tificates and you are not willing to buy a Government certificate at 4 
percent? Well, we have enough Governments they say. We want 
some diversification. 

I think, sir, that is odd because the only fear you can have with a 
Government bond is a depreciating dollar, but if you buy a dollar 
bond, whether it is Rock Island bonds or the Japanese Government 
bonds, what is the difference? You will get the same dollars. If the 
dollar depreciates, the depreciation is the same on the Chicago-Rock 
Island certificates, the Japanese Government notes or the U.S. Gov- 
ernments. 

I consider that a very serious situation and I only hope and pray 
that it will change because if it doesn’t change, that is our major 
problem for the next few years. 

Senator Carrot. Major problem of inflation ? 

Mr. Havas. I am coming to that in a minute. When we remem- 
ber that the Chicago-Rock Island Co. emerged from bankruptcy only 
12 years ago, and that both Japan and Austria were helped to their 
financial recovery with U.S. Government aid within the last few 
years, we may want to examine why is it that our Government does 
not now enjey a better credit rating. 

The answer is in a way very complimentary to our Government 
even if it costs more money to the taxpayers. It is the conviction 
that the Government would always intervene to prevent a recession, 
because under the 1946 Full Employment Act, Congress is bound to 
do everything to bolster the national economy. And to quote again 
the Economist’s Wall Street correspondent’s bullish article: “Before 
the war cyclical declines in corporate earnings were common, but they 
have become less marked, in degree and duration, since 1945 with the 
increasing stability of the economy. This is the foundation for the 
enhanced investment status of corporate equities. The recuperative 
powers displayed by the American economy in 1958 corroborated this 
enhanced status.” 

When the United States Steel Corp. issued 4-percent bonds in the 
summer of 1958 it did not risk much. Idle funds are no burden on 
the corporation because they can be invested in short-term U.S. Gov- 
ernment notes so that the company is always assured of plenty of 
cash when needed. 

In the present predicament of the Treasury it is not the current 
deficit which is causing the real trouble but the continual refinancing 
of debts contracted in World War IT and in the Korean war. 

The refinancing of about $78 billion short-term Government paper 
due within the next 12 months is undoubtedly worrying the Treasury, 
and there is serious talk in financial circles. that Congress will be 
compelled to raise the statutory 414-percent limit the Government is 
permitted to pay in the long-term market. 

Now, if I may answer your question now, sir, about the $78 billion, 
that isour problem. We have here a floating debt of $78 billion which 
under normal cireumstances, whether in long-term bonds or short- 
term bonds, should have become a part of the financial and economic 
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system of our country. But unfortunately it did not become so, and 
this is what I am trying to explain. We financed the war with 214- 
percent long-term bonds and at the end of the war life insurance 
companies had about 45 percent of their assets in Government secu- 
rities. Now only 7 percent of their total assets are in Government 
paper. Well, now, somebody had to take these bonds. I am not 
criticizing here the life insurance companies for selling them. After 
all, they feel that they have assisted the economy of the country by 
loaning to various corporations and Government-guaranteed housing 
developments, but nevertheless they sold the Government bonds or 
they didn’t renew them. So somebody has to carry these Government 
bonds. And this is what the Federal Reserve Board is afraid of, 
that they might become an engine of inflation if the banking system 
has to hold them. 

Corporate pension funds which amounted to $20 billion in 1957 did 
not increase their holding of Governments in the last 6 years ending 
in 1957, although their assets increased threefold. Only $2.3 billion 
of these tax-favored company pension funds were invested in Gov- 
ernment bonds, which is less than 11 percent of the total assets. 

Well, now, sir, if I may explain this situation, here we have $20 
billion which the corporations were able to deduct from gross profits. 
Thereby we may estimate that the Government lost in revenue $10 
billion. This is all since 1950. 

Now, that $10 billion increases the Government’s need to borrow 
$10 billion more, or it would not increase its need to borrow $10 bil- 
lion if the pension funds would buy these bonds. Just to give an 
example, you are considering now in the Congress a bill and the 
Treasury is opposing it, that self-employed people like myself should 
get the possibility of a pension kitty up to $50,000 by being able to 
set aside 10 percent of their earnings from current income. Now, 
since I am personally interested in that, it would be highly im- 
proper for me to express an opinion either for or against this bill. 
But I would say that I am 100 percent with the Treasury and I would 
advise you to vote against the bill if the Treasury says that it cannot 
afford it. 

But by the same token, sir, if we self-employed people, doctors, 
lawyers, investment advisers, if we cannot build up, let us say, an 
annual deduction of $2,000 from our income and put it in a private 
pension fund, then how can these corporations justify getting this 
$20 billion noncontributory pension fund by a tax bonus of $10 bil- 
lion and putting only 11 percent of their $20 billion fund in Gov- 
ernment bonds? At the same time the Treasury says we cannot allow 
the self-employed this privilege because it costs the Treasury $365 
million. The figure of $3.5 billion noted for fiscal year 1957, costs the 
Treasury more than $1.5 billion in taxes. 

Mr. Pecs. Mr. Chairman, just an observation, sir. 

Is it not true, Doctor, that the amount of profits which a corpora- 
tion is allowed to deduct and place in a pension plan or trust is im- 
mediately turned over to an independent trustee who can under no 
circumstances return any part of that money to the corporation 
in any fashion whatsoever ? 

Mr. Havas. That is exactly right. 

Mr. Peck. It is for the sole and exclusive benefit of the employees 
of that corporation to serve as deferred income at such a time as they 
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may be retired and have to live on whatever savings might be avail- 
able. Now, the trustee, in my experience anyway, is never the cor- 
poration. The corporation can appoint one but usually it is a cor- 
porate trustee, such as a bank, and this trustee applies its own invest- 
ment program. 

Mr. Havas. That is just what I am worried about. 

Mr. Prckx. I just wanted to clear up the point that the corporation 
does not hold the money it sets aside for pensions. 

Mr. Havas. Absolutely not. 

Mr. Pecx. It is given a tax benefit so it can donate the money. 
Once having given it away, it no longer has any control or possibility 
of control. 

Senator Carroiu. Let us see now if I understand the point. It is 
a very fine point. As I understand the point, having been given 
this tax benefit, wherever it goes, it is a loss of revenue to the Govern- 
ment. 

Mr, Havas. That is right. That is what I want to emphasize. 

Senator Carrott. And moreover it is a loss of revenue to the Gov- 
ernment and the question arises in my mind whether Congress, having 
given the tax benefit, could put a rider on it to have it invested some 
way into Government bonds. 

Mr. Havas. That is right. 

Senator Carrotu. Is that the point you are trying to make? 

Mr. Havas. Yes. I think that is common practice in Switzerland, 
for instance. It is common practice in many European countries and 
I think it is in accordance with our old practice, too. After all, 
trustee funds used to be invested in governments. 

Now, I would like to emphasize this point, sir, that I have been 
marking here a comparison. If the Treasury needs that $365 million 
from the self-employed, I could conceive that the Treasury would 
need that $1,500 million or more which the corporations are now de- 
ducting annually from gross income. After all, if you are a Govern- 
ment employee, you contribute to your pension fund, don’t you? 

Mr. Pecx. Yes. 

Mr. Havas. I am speaking now perhaps not as a financial expert 
but rather expressing my views on our social climate in which we live. 
We read in thé annual statement—incidentally, this is not the United 
States Steel Corp. but the Bethlehem Steel Corp., that in the Bethle- 
hem Steel Corp. it is possible for an officer to have $200,000 annual 
pension without contributing 1 cent, and the U.S. Treasury now is 
opposing the bill to build up for a self-employed person a $50,000 
private fund for a lifetime. 

Well, now, is there not something here, sir, which really deserves 
some consideration ? 

Senator Carroiu. It is being considered. As a matter of fact, this 
bill we are talking about passed the House and came to the Senate. 

Mr. Havas. I am not asking you to vote for the bill. I am talking 
about the loss to the Government. 

Senator Carrotu. The Treasury raises the point that this would 
cost in loss of revenue—and as a Democrat I am not speaking for the 
Treasury ; I am just telling you what they are saying—they claim this 
will cost in the neighborhood of between $600 and $700 million loss in 
revenue. 
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This will be developed in the hearings as and when the Senate 
Finance Committee holds the hearings on it. 

Mr. Havas. All I want to say is that I would not like to be mis- 
understood. I am not here to lobby for a private pension kitty. I 
would wish you to vote against it 

Senator Carroiu. I am sure you are not here to lobby, but you are 
doing a pretty good job. 

Mr. Havas. No, sir. I would wish honestly to favor the credit of 
the Government, that you should either deprive the corporations of 
this deduction of $1.5 billion or require them to invest in Government 
funds. Have the corporations build up their pension funds just like 
Government employees or self-employed do now. 

Senator Carroii, You made a fine point. You may proceed. That 
is very fine. 

Mr. Havas. That is what I wanted to express. 

Commenting on the corporation pension funds as an additional 
leverage to the stockholders, the United States Steel study of Oliphant 
Co. notes that in recent years the company funded the maximum per- 
mitted by the Treasury of about $800 million. These corporate pen- 
sion funds, unlike the social security fund, are noncontributory, which 
means that corporations can deduct from gross profits contributions to 
the pension funds. In some big corporations such as United States 
Steel, officers can draw up to $60, 000 annual pensions to which they 
need not have contributed 1 cent. The tax loss thus sustained by the 
Treasury is estimated at more than a billion and a half a year. 

Now, I see that I have done an injustice to the United States Steel 
because in Bethlehem Steel the upper limit is $200,000. 

Senator Carroit, May I interrupt just a moment. 

Mr. Havas. Yes, sir. 

Senator Carrott. We have gone through 10 pages in 1 hour and 
T have to leave here in 30 minutes, and you have got 10 pages to go. I 
don’t mean to shut you off because I want to hear all you have to say, 
and I am going to suggest—and I am the first one that will abide by 
the decision if it is agreeable—that we not interrupt you unless we 

think it is a vital necessity. 

Mr. Havas. Thank you. 

In a talk before the New Jersey Savings & Loan League, Mr. 
Aubrey G. Langston, prominent New York financier dealing with 
the problem of Government securities, Congress, and the budget, said: 

It is of interest that during the period beginning with the fiscal year 1953 
and ending with the fiscal year 1959, the official figures show an increase in 
the total public debt of $27 billion. During these 7 years the Government will 
have spent $23 billion to support farm prices and to increase farm incomes, a 
sum equal to seven-eighths of the increase in the public debt during this period 
of time. 

He did not say how much corporations cost the Treasury during 
that period by deducting billions for accelerated depreciation, non- 
contributory pension funds, incentives for tax favored foreign in- 
vestments, oil and mineral depletions, and so forth. If we ‘figure 
the loss at $5 billion to $6 billion per annum from these deductions, 
the 7-year total will be double the cost of farm support. 

We could hardly estimate the extra tolls levied on the consumer 
by the concentrated industries in the way of administered prices. 
Since 1953 the steel and oil industry alone could account for billions, 
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and from automobiles to drugs we are overpaying special interests, 
thus imperiling the normal economic growth of the country, and its 
financial stability, too. 

How then can the purchasing power of our currency remain stable 
when powerful segments of our economy, enjoying quasi-monopo- 
listic position, are charging all the market can bear in prosperity as 
well as in recession ? 


THE PROFITS OF THE LAST DECADE 


Mr. E. L. Dale of the Washington bureau of the New York Times 
reported on February 8 that— 


on the part of business there is genuine belief that profits over the past decade 
have been too low. Total corporate profits have risen very little over this period 
as a whole. Corporations are convinced more profits are essential to finance 
growing investment in plant, ete. 

The annuai statements of any of our leading corporations such as 
United States Steel, General Motors, General Electric, Standard Oil 
of New Jersey and even such regulated company as American Tele- 
phone & Telegraph show that profits have increased in the last 10 
years—especially since 1954 when the excess profit tax was repealed— 
to more than four times the average earnings of the forties or the 
thirties or even of the prosperous twenties. 

Even if allowances are made for the reduced purchasing power of 
the dollar in the last decade, we may say without exaggeration that 
the big corporations, and the country as a whole, stockholders and 
wage earners “never had it so good.” However, dividends, profits, 
wr iteoffs, i increased more than wages, especially in the steel industry. 

The complaint of the corporations regarding depreciation, cited 
by Mr. Dale, must be rejected. Former Secretary Humphrey, who was 
certainly friendly to the business community, opposed the extension 
of the accelerated depreciation demands of the industry in view of 
the overall tax situation in 1957. The total writeoff of the United 
States Steel Corp. in the last decade amounted to more than $2 billion, 
of which about $800 million was on account of accele1 ated deprecia- 
tion in the period of 1950-57. 

The valuation of the total equity of the United States Steel Corp. 
in the years 1946-49 was fluctuating between $500 million and $750 
million. How can the industry complain of the lack of adequate de- 
preciation. That such a complaint is unjustified is demonstrated by 
the stock market, which at yesterday’s closing, values the same equity 
of the United States Steel Corp. at about $5 billion. 

That is almost tenfold in 10 years. 

Senator Carroty. Did you hear my question this morning and my 
facts? 

Mr. Havas. That is my answer. 

Senator Carrot. Were the facts substantially correct ? 

Mr. Havas. Yes. That is what I am asking, how much is “much”? 


HOW MUCH IS “MUCH”? 


In view of the general complaint of the industry, voiced by Mr. 


Dale in the New York Times “ 
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that profits over the last decade have 
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been too low,” the question must be asked, what is enough, and how 
much is “much” ¢ 

One of our biggest brokerage houses with branch offices all over the 
country recommending United States Steel shares says that on the 
basis of its projected profits they can see it at $125. These shares sold 
as low as 101% in 1949, are now selling around $90-$95. Dozens of 
well-known Wall Street firms, jealous of their reputations and con- 
scious of the responsibilities toward the public, recommend purchase 
of steel stock stressing that institutional investors no longer regard 
United States Steel as a cyclical industry, that is, prince in prosperity, 
pauper in recession. United States Steel has now reached the high- 
est aristocracy of blue chips. 

Somewhat similar is the story of Bethlehem Steel Corp. It in- 
creased its dividend between 1947 and 1957 414 times. ‘These two 
corporations are producing nearly half of the total steel output and 
determine the price policy of the industry. Had they refused to in- 
crease their prices in August 1958, following the announcement of a 
$4.50 per ton increase of the other steel companies such as Armco 
Steel, Jones-Laughlin, Republic Steel, there is no doubt that the price 
increases would have been rescinded by these lesser steel companies. 

Whether some of the less efficient marginal steel companies needed 
the increase to maintain profitable operation is debatable; what is cer- 
tain is that United States Steel, Bethlehem, Republic, and so forth, 
did not need it. Unless of course we are willing to agree that United 
States Steel and Bethlehem Steel needed to maintain the high divi- 
dends inaugurated in the prosperous years of 1956-57... The main- 
tenance of high dividends in a recession of course increases the de- 
mand for ever higher dividends when business is recovering, and 
stocks are marked up. This is an entirely new phenomenon which 
did not exist in the traditional “prince and pauper” period. The 
stockholders in the fifties are the princes, the consumer, the Treasury 
and the bondholders are the paupers. 


STOCK SPLITS AND STOCK OPTIONS 


But how far could these increased dividends go? Stock splits 
serve as a camouflage for dividend increases. The $3 annual dividend 
of United States Steel could probably not be increased at this time; 
but after the next wage contract is signed, United States Steel can 


1 Regarding my letter published in the Washington Post of Feb. 19 and reprinted in the 
Congressional Record (Feb. 23) by Senators Kefauver and Proxmire, in a footnote Mr. 
Whitney takes exception to my remarks on profits and dividends (footnote 54, p. 5031). 

Regarding profits Mr. Whitney stated that my letter unconsciously concedes that price 
control to keep down the profits of the big corporations would put a real squeeze on lesser 
profit margins of the small ones, 

Surely Mr. Whitney would concede that in a free market economy or even in an admin- 
istered one the less efficient units would suffer more, if profits are declining, than the 
more efficient units, irrespective whether they are small or big. Size has nothing to do 
with efficiency. In any case we cannot run a free competitive system favoring the least 
efficient marginal producers. 

As to dividends Mr. Whitney is in error quoting my letter, which pointed to the fact 
that in 1958 despite lower capacity production and lower profit margins most of the 
industry maintained the high dividends of 1957. The dividends per sales in case of United 
States Steel increased in the 10 years of the 1946-57 period from 2 to 4.7 percent in 1958 
and in case of Bethlehem Steel from 2 percent to more than 5 percent. Total dividends of 
United States Steel increased from $34.8 million to $161.4 million and in Bethlehem Steel 
from $17.9 million to $107.5 million, 

The industry is constantly emphasizing that it needs to devote a large part of its earn- 
ing to modernization of plant equipment. Therefore maintenance of high dividends in lean 
years Such as 1958 when Bethlehem Steel paid out more than 75 percent of its net profit, 
United States Steel more than 50 percent in dividends is contradicting their own argu- 
ments that high prices are needed to keep up a modernized plant. 





ADMINISTERED PRICES 5093 


split up its stock again and build up the next $3 dividend on twice 

e number of stocks as it did 4 years ago. This is the opinion of 
stockbrokers. It is based on the experience of the past 10 years. 

The annual report of United States Steel states that options were 
granted at $18.50 per share to their executives in 1953. These shares 
are now quoted around $95, so that in 5 years there is a capital gain 
of 500 percent, a free ride on the waves of administered price infla- 
tion. 

This clearly demonstrates that the managers of the big corpora- 
tions have a vested interest to make good on their stock options and 
that their pricing practices are not unrelated to their own interest, 
which is not identical with the public interest. 

In January 1958 new stock options were given at $55 per share, a 
capital gain of 75 percent in a year during which 40,000 United States 
Steel workers lost their jobs. 

Now, sir, this is again not finance. This is again the social climate 
we live in. 

Senator Carrotu. Explain that one sentence. 

Mr. Havas. How can you expect those 40,000 people to react who 
lost their jobs who read in the newspapers or who hear from their 
union leaders that when business is slack, when United States Steel 
is operating at 50 percent, and prices of stocks are down, that the ex- 
ecutive directors vote themselves stock options, which they did when 
the market was down. Now, I think there is something wrong in 
that kind of a social climate where one-third of the labor force or one- 
fifth of the labor force is unemployed and it is thrown at the mercy 
of the Government because it is not the corporations who are provid- 
ing for them, that in that same period the executives should benefit 
by the change in the market to the extent of a stock option gain 
amounting to almost 100 percent in a year, which is taxed only if they 
sell it, and at that only at 25 percent. That is a situation which I 
think our present social climate should not tolerate. 

Senator Carrotu. May I ask a few questions on that? What was 
the price of the stock and why would they take options on it at that 
time ? 

Mr. Havas. It was quite obvious, sir, that if we believe in the future 
of the United States that this country would not be able to exist on a 
50-percent steep operating rate. It was only a question when the 
business slump will end. 

Senator Carroty. My point is: Was the stock price low at that 
time? 

Mr. Havas. Yes, sir. It is quite obvious that the stock was low. 
Remember that a year ago in January everybody saw a very dismal 

icture. 

. Senator Carroiu. I was very concerned. Do you know what the 
price was? 

Mr. Havas. Yes; it was at 55. 

Mr. Cuumsris. it went down as low as 48, I believe. 

Senator Carroti. Was there concrete evidence that they did vote 
themselves stock options ? 

Mr. Havas. Nobody can improve on the United States Steel report. 
They are a masterpiece of clarity. They give the best information. 
That is one of the reasons why I am citing them. They are most 
cooperative. 
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I call up their office and they send all the data I require. Inasmuch 
as I criticize some of their practices I feel it proper that I should pay 
tribute to the absolutely correct statements. There is just absolutely 
nothing wrong with that, that they granted the option at 55 because 
the stock was selling at that time at 55. 

Senator Carroti. My point is this: Is that information in the rec- 
ord with these exhibits that you have presented ? 

Mr. Havas. Yes; that I could provide for you. 

Senator Carrot, I think it might be well, if you have that infor- 
mation, to insert it in the record. 

Mr. Havas. Yes, sir. 

Senator Carrott. What the stock options were, and how they were 
executed. 

(The document referred to is as follows :) 


[From p. 35, annual report of United States Steel Corp., 1957] 
Common Stock 


After giving effect to the 2-for-1 split of the common stock on May 12, 1955, 
the stock option incentive plan, approved by stockholders May 7, 1951, author- 
ized the option and sale of up to 2,600,000 shares of common stock to key man- 
agement employees, such shares to be made available from authorized unissued 
or reacquired common stock at market price on the date the options are granted. 
At December 31, 1957, 712,300 of these shares were available for future options. 
An option may be exercised in whole, at any time, or in part, from time to time 
during the option period, except that during the first year of the option period 
it may be exercised only in the event of death or retirement of the optionee. 
The option period begins on the date the option is granted and ends 10 years 
thereafter, except in cases of death, retirement, or other earlier termination. 

No options to purchase stock were granted under the plan in 1957. By exer- 
cise of options granted in prior years, 91 optionees purchased 7,750 shares at 
$20.50 per share, 10,120 shares at $18.50 per share, 33,335 shares at $48 per 
share, and 2,800 shares at $55 per share during 1957. 

At December 31, 1957, 251 optionees held options to purchase 17,000 shares at 
$20.50 per share (granted in 1951), 30,500 shares at $18.50 per share (granted 
in 1953), 220,090 shares at $48 per share (granted in 1955), and 86,000 shares 
at $55 per share (granted in 1956). During January 1958, options for 151,100 
shares were granted to 120 employees at the then market price of $55 per share. 


Mr. Cuumpris. Mr. Chairman, during the steel hearings or the 
automobile hearings 

Mr. Dixon. It was during the steel hearings that the first options 
were putin. He is talking about a later one. 

Senator Carron. January 1958. I think it is pertinent. We will 
insert it inthe record. You don’t have to get it now. 

Mr. Havas. Right, sir. 

Senator Carrott. You say it is in their own records? 

Mr. Havas. Yes, all the figures I am citing regarding United 
States Steel are either from the United States Steel reports or from 
stock brokerage houses which get it from the United States Steel 
Corp. itself. 

Mr. Drxon. For the record, Doctor, the stock option is something 
that is pegged at a certain day at $55. Then the official or the per- 
son that it is granted to has to exercise it only if he wants it. So 
if it goes up, it is like finding a dollar. 

Mr. Havas. Yes, as a matter of fact I think Mr, Livingston, the 
financial columnist for the Washington Post, wrote a book about 
these stock options because they cannot lose. I think he quoted the 
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American Aluminum Co. which granted options at $116 to its officers, 
when: the stock dropped in 1958 to $80 and they handed back their 
stock options and got new ones at $80. If stocks go up they will 
exercise the stock options. That is what I call a “free ride.” 

Senator Carrouu. Mr. Blair. 

Mr. Briar. One short question. In the subcommittee steel report 


there appear these two sentences and I would like to have your 
comment : 


Ownership of the stock creates a direct interest in the affairs of a corporation 
but ownership of options creates a direct interest only in the stock market valua- 
tions. Since steel price increases for subsequent increases in profits and the 
general price level raise stock prices they are the anomalous position of steel 
management tying up of its long-term compensation to rising steel stock prices 
rather than to lower cost and lower price levels. 

Mr. Havas. I entirely agree. Sir, I don’t want to seem funny, but 
I really mean that we would be better off in this country if Congress 
would award a million dollars to each corporate executive of our 
larger steel companies as a bonus if they would give up their stock 
options, because then this driving force to push up stock prices 
would come to an end. 

We would make a very good bargain at that. I am not question- 
ing the right they have to a million dollars. They might consider 
it right that they deserve a million dollars during their lifetime. I 
am not denying the corporation presidents their rights to be well 
paid, but not by this means, sir, which as I say creates a vested 
interest, or as Mr. Blair just pointed out, is almost another engine 
of inflation. 

We have plenty of engines of inflation. I think we should lay them 
low for a while. 

Mr. Buatr. The discussion ends with this sentence: 

Management has not exercised responsible leadership in raising steel prices 
and linking its own compensation to the very same price increases. 

Mr. Havas. I agree with that entirely. 

Senator Carrott. You may proceed. You read 4 pages in 15 min- 
utes. 

Mr. Havas. Is it surprising that in face of such high profits steel- 
workers are restless and want another wage increase in the coming 
negotiations this spring? They can point to the huge benefits the 
managers are obtaining from their stock options. 

That such a situation calls for consideration by Congress is obvious. 
It is useless to hope that either the policy of the Federal Reserve Sys- 
tem or budgetary measures, however sound and necessary they are 
by themselves, can stop inflation spurred by administrative price in- 
creases. The executive officers of the giant corporations cannot be 
unbiased judges of what is good for the country when their actions 
of raising prices could so enhance their private fortunes. 


Misleading information and automation 
Mr. Whitney said in his testimony this morning: 


Steel price increases have been disquietingly large since 1953, as Dr. Means 
rightly emphasized and as the industry would surely concede in private, in view 
of the threatened loss of markets to other materials and to foreign steelmakers. 

The industry would do better heeding Dr. Woodlief Thomas’ advice 
on pricing policy rather than blaming foreign worker’s low wages 
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for lost markets. Lower steel prices would recapture lost markets 
both at home and abroad. Confusing the public by misleading propa- 

anda will not help to remedy the existing distortions and iniiei il- 
ities in our ailing economy. 

In view of the forthcoming wage negotiations it is interesting to note 
the recent full-page advertisement of the American Iron & Steel In- 
stitute showing a Russian with a picture of the Kremlin in the back- 
—_ under the title, “Will he take away our American steelworker’s 
job? 

The advertisement says: 

European and Japanese steel producers are even now underselling American 
steel right here in this country. Some American workers already lost their jobs 
just for the reason foreign steelworkers have gotten their jobs. 

With all respect to the American Iron & Steel Institute, I doubt 
that that is so, of the 40,000 men laid off by United States Steel alone. 
They lost their jobs because of the steady progress of efficiency, in 
other words, higher productivity. 

The truth is the United States Steel Corp. produced in the last quar- 
ter of 1958 the same amount of steel with 15 percent less workers, that 
is, 223,821 workers against 262,310 in the year before, and made a 
higher profit per net sale than ever before. But the public supports 
the unfortunate unemployeds, the victims of automation. 

Back in 1956 Madison Avenue tried the line that despite the increase 
of the price of steel it is still cheaper than dirt, that is dirt for the 
flowerpots in Manhattan which, according to the calculations of the 


Pittsburgh economists and Madison Avenue experts, costs more per 
pound than steel. An editorial of the St. Louis Post-Dispatch warned 
the industry that consumers will not like this kind of approach to a 
serious problem. 

The usual line of publicity given whenever a steel price increase is 
announced is that its effect on the gost of living is insignificant and 
that it will not affect the purchasing power of the consumer if he pays 


a few cents more for an electric toaster or a few dollars more for a 
washing machine or an automobile. But the full bill runs into 
hundreds of millions every year. 

Before a steel price increase is announced, there are always hints 
that it would be necessary to increase prices per ton about $10 to $12, 
but the industry will moderate the effect of its cost increase by absorb- 
ing about a half or a quarter of it. Facts and figures show, however, 
that after every wage increase since 1954 profits have increased. Had 
the industry tried to pass on to the consumer all it declared was neces- 
sary to offset its costs in 1956 and 1957, steel profits would have been 
about twice as high as they actually were, had the consumer been able 
to afford to buy the same quantity, or alternatively, we would have 
more unemployed. 

The high profits of the steel industry coupled with the options 
and free pension benefits to its high officials make it difficult for the 
industry to deny wage increase on the basis of ability or productivity. 
The doubled dividends in the last few years, the huge investment 
from retained earnings, are too well known to the unions. Yet the 
steel unions have a responsibility toward the public not to present 
demands for wage increases which the less prosperous industries 
cannot afford. 
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If the steelworkers get commensurate increases with their man- 
agers’ stock option gains and the railroad unions follow with wage 
increases on the pattern of the steelworkers, there will be plenty of 
railroad bankruptcies ahead of us. 

I believe that the country would rather welcome some Federal 
authority dealing with administrative inflation to cooperate with the 
Treasury and the Federal Reserve Board to keep prices within bounds 
than submit to Professor Sumner Slichter’s remedy suggesting 5 

ercent Government bonds and a stock market where equities will 
yield half of that of Government bonds. 

Apart from the fact that a 5 percent Government bond would 
increase the cost of the national debt to $15 billion, almost double 
the present burden, I wonder how in that kind of climate Professor 
Slichter would find mortgages for the housing of our young people 
whom he advised to go into debt, in a recent television appearance. I 
doubt very much that young people will have the chance to do that 
even if they wanted to. 

Could Professor Slichter, who is an expert on collective bargaining, 
not suggest a better formula to promote peace and stability in indus- 
try. Apart from moral aspects does not Professor Slichter think 
that going into debt so easily contributed much to the recessions we 
had in 1954 and 1957, when consumers were having second thoughts 
whether they could carry the excessive credit charges so lightly 
assumed in times of prosperity. 

The testimony of Prof, Kenneth Galbraith of Harvard University 

before the committee suggested that if necessary tax powers of Con- 
gress be invoked. Elder statesman Bernard Baruch expressed the 
view that corporation taxes could be increased if necessary to stop 
the inflation. I believe that to end such practices as we now allow 
with stock options, consideration should be given to stop capital 
gain tax rates on them and concurrently to lower the upper limit 
of the personal income tax to 75 percent and introduce a corporation 
excess profit tax rising gradually to the same level. 
The distinguished economists of the Federal Reserve Board, Mr. 
a A. Young before your committee and Mr. Woodlief Thomas 
in the Washington Post of March 12 outlined clearly what the public 
can and cannot expect from the monetary authorities. They both 
stressed the fact that the steel and automobile industries adopted a 
pricing policy which deepened the recession and are now retarding 
recovery and are jeopardizing the proper economic growth of the 
country. Their analysis should prompt Congress to act to remedy 
the situation which permits the administered sector of our industry 
to imperil the growth and credit of the country. 

I think the view of Mr. Thomas should be taught in all economic 
classes because I think his statement is a most important contribution 
in our attempts to meet a critical situation without much delay. 

The remedy—T o stop inflation we must stop price increases 

The steel investigation of your committe, Senator, proved in its 
majority report that the increase of prices in 1953-58 is due largely 
to the pricing policy of the “administered” group, notably the steel 
industry, which in every year when wages were raised increased 
prices far beyond the wage and other costs. The increased high 
profits of the steel industry, according to data jointly compiled by 
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FTC and SEC surpassed all corporation profits after taxes by more 
than 20 percent. 

The high profit figures above the average corporation’s, and the 
equally higher dividends distributed among the stockholders, coupled 
with normal writeoffs, plus huge accelerated depreciation benefits, 
could lead only to one conclusion: That the steel companies are 
overtaxing our economy and have a major responsibility for the 
1957-58 recession by choking off demand by their price exactings since 
1955-56. 

In order to restore the balance of the Nation’s productive capacity 
it is imperative that steel prices should not be further increased. 
Moreover, holding the line is not enough. 


Steel prices should be rolled back to parity with all industry 


Such a move would revive on a more permanent basis the choked-off 
consumer demand, would relieve unemployment, and would help to 
find jobs for most of the unemployeds of automation. The rewards 
of increased productivity ie be passed on to the consumer. The 
attitude of the unions and the corporations that a settlement or a 
strike is their business is injurious to the Nation. If labor and in- 
dustry claim the intervention of the Government in recession, thus 
placing additional burden on the taxpayer, they should accept it in 
times of prosperity. 

A $5 reduction of the steel price, that is the cancellation of the 
1958 price increase, would assure the industry about the same profits 
they had in 1955-56 and a $10 reduction would still enable United 
States Steel Corp. to maintain its present dividend of $3, which is 
the highest in its history. 

I have no illusion that such a massive rollback would be accepted 
or even considered by the industry yet. But your committee could 
and should try by informing public opinion. We should follow the 
example of the German Minister of Economics, Dr. Erhardt, who is 
today the most popular man in Germany because he took up the 
battle against cartels. 

Facing a more classical type of inflation in 1955, in a situation 
where the specific problem was somewhat different from ours, Dr. 
Erhardt wholeheartedly supported the hold-the-line policy of mone- 
tary authorities on — He did not hesitate to reduce tariffs and 
encourage imports from abroad to defend the stability and the pur- 
chasing power of thecurrency. Neither should we. 

An indication of the evolution of the country’s thinking to curb the 
effect of wage and price increases to defend our financial stability is 
given by Mr. Roscoe Drummond, one of our most respected colum- 
nists in Washington. 

Three years ago after the steel strike, Mr. Drummond in the New 
York Herald Tribune of July 29, 1956, welcomed the settlement as 
a testimony to the freedom we all enjoy in America to go after our 
business in our. way, without Government interference. 

Last week, March 8, Mr. Drummond was suggesting in his column 
that if labor and management will not jointly undertake to provide a 
measure for productivity gains it would be logical for the White 
House to assign the task to a Presidential commission as an essential 
step of keeping wages from constantly driving up prices. 
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According to a survey among Midwestern industrialists last summer 
by Mr. Bernard Nossiter, staff reporter of the Washington Post, some 
of the forward-looking employers, for instance Inland Steel Corp., 
are not excluding the possibility of some kind of Government regula- 
tions in basic industries such as steel to keep the prices from rising. 

An editorial, dated March 12; from the Washington Post, a paper 
which did so much in its columns to inform the public under the title 
“The Price Issue Is Joined” sums up adequately the situation saying: 

If the masters of steel and autos and other heavy manufacturing and the 
unions which serve these industries will now acknowledge their power, accept 
the social responsibility that goes with it, and discharge it in the public interest, 
the American economy can avoid further regimentation and control. If they 
will not, Congress and the administration will be under mounting pressure to 
devise effective restraints. 

The lessons of the last 3 years of inflation seem to have changed 
definitely the attitude of the country and you may rightly feel, Mr. 
Chairman, genuine satisfaction that your 2 years of indefatigable 
pioneering in this field are beginning to bear fruit. 

Senator Carrot. Thank you for the time and the study that you 
have given to this very important subject. It is clear to me that your 
contribution to the investigation of this committee is most helpful. 

Mr. Havas. Thank you, sir. 

Senator Carrotu. You finished at 3 minutes to 4. 

Mr. Havas. I did my very best, sir. 

Senator Carroii. Any questions as this time? 

Mr. Cuumepris. I have no questions. 

Senator Kerauver. Mr. Chairman, I would like to join in thank- 
ing Mr. Havas for this excellent statement. I have not been able to 
be here for all of the colloquy but I have read the statement with 
much interest and appreciation. I would like to say that it is most 
encouraging to find individual citizens like yourself who do keep in- 
formed about this important subject who are willing to give their time 
and thought to help the members of this committee and the Congress 
in trying to reach some solution. 

I think your contribution has been very substantial and I am very 
grateful to you. 

Mr. Havas. Thank you, sir. 

Senator Carroti. Mr. Bolton-Smith, do you have a comment ? 

Mr. Bouron-Smiru. Just a few brief questions, Mr. Chairman. 

Mr. Havas, were the steel companies’ bonus plans approved by the 
stockholders’ meeting ? 

Mr. Havas. That I couldn’t tell you. 

Mr. Bouron-Smiru. If you know, fine. If you don’t, we can look 
at the record. 

Mr. Havas. I know that options were approved. That I am sure 
of because I have seen it in the 1958 annual report. 

Mr. Bouron-Smiru. By the stockholders ? 

Mr. Havas. As a matter of fact the Gilbert brothers are going to 
fight it again at the next annual meeting. 
_Mr. Borton-Smiru. Just answer yes or no, because there isn’t much 
time, 

Mr. Havas. I think yes. 

Mr. Botton-Smirn. And you suggest limiting the personal income 
tax to 75 percent. How much does a man have to be earning a year 
to get into the 75 percent income tax bracket ? 
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Mr. Havas. If he is single he reaches that very soon. 

Mr. Bouron-Smiru. Do you know how much a year? 

Mr. Havas. No. 

Mr. Botron-Sairu. It is quite a big income, isn’t it? 

Mr. Havas. Not a very big income,no. That is why I would rather 
have the personal income tax in the top brackets reduced because those 
who are in the top brackets don’t pay it anyway, they have all sorts 
of capital gains schemes. 

Mr. Bouron-Smiru. I didn’t mean to take the time, but I wanted 
just a simple answer to the question of how much do you have to get 
in order to be in the 75 percent income tax bracket? We can look it 
up in the law. 

Mr. Havas. I think if you make $50,000 you will reach that. 

Mr. Bouron-Smiru. You suggest rolling back the present steel price, 
but you also compensate the persons or corporations who now own 
inventories of steel bought at the higher price. 

Mr. Havas. Heavens,no. Why should I? 

Mr. Bouron-Smiru. That was done in the case of rolling back but- 
ter. I just wanted to know if you did. 

One final question: How would reducing tariffs deepen the pur- 
chasing power of U.S. currency? Wouldn’t it lead to spending dol- 
lars abroad to a greater extent ? 

Mr. Havas. Wecan afford it. 

Mr. Bouron-Smirn. Thank you. 

Senator Carrotu. Dr. Means, if you desire to make any comments 
on the testimony here this afternoon, would you be kind enough to 
submit it to us in memorandum form at your leisure? We would be 
happy to have it and insert it in the record. 

Mr. Means. Yes. 

Senator Carrot. Senator Kefauver has been here with us for 
some time and I was so intent on the testimony of our witness, Mr. 
Havas, that I failed to observe the entrance of the chairman, 

Senator Kerauver. You are doing a fine job presiding, Senator 
Carroll. 

Senator Carrotu. Your last sentence says, “The 2 years of pioneer- 
ing in this field are beginning to bear fruit.” I certainly agree with 
your observation on that. 

Mr. Havas. If we had nothing but the letter of Mr. Thomas, the 
economic adviser of the Federal Reserve Board, accepting so much 
of Dr. Means’ interpretation of the effect of steel and auto price rises 
even if they do not agree on monetary policy—let them disagree on 
that—the administered price battle is half won. 

Senator Carroty. You are an investor in the market. I want to 
ask you a very direct question. It is a personal question. You do 
not have to answer if you do not want to. 

When you invest in the market do you take a look at the dividends! 
Do you also take a look at the possibility of the depreciation of the 
stock in the future? 

Mr. Havas. I am not a stock expert. I am principally a bond 
expert. 

Senator Carroty. Did you hear some of my questions this morning 
of Mr. Whitney about depreciation of stock, of equity in steel in the 
last. 10 years? 





ADMINISTERED PRICES 5101 


Mr. Havas. Yes. 

Senator Carrotu. It is the same in some of the giant corporations 
of the country. 

Mr. Havas. Yes; I think in all fairness I should point out that if 
anything the situation is the same if not worse with Standard Oil of 
New Jersey. If a choice had to be made where to start some kind of 
Government regulation, whether it is on the basis of Senator 
O’Mahoney’s plan or some new device, I would say that steel and oil 
even before automobiles, because steel and oil are more basic than 
automobiles. 

I would start with steel and oil and then give consideration to auto- 
mobiles and possibly corporations which we consider in the giant 
category. 

Senator Carrott. Wherever we have tried to meet this problem, 
Senator Kefauver, who has been a leader in this field has been fighting 
to hold the line against inflation. I do not like to use that word 
“line.” 

Mr. Havas. That is not enough. We have to roll back. I think 
Mr. Whitney pointed out very correctly that some of the effects of the 
steel increases are not yet trickling through in the cost of living. So 
I think this is “high noon.” We have not very much leeway. I think 
Senator Kefauver pointed out very well that this is the last resort. 
If we don’t hold the line this year—and to my mind that is not 
enough—even if we hold the line, prices will increase somewhat, 
because as Mr. Martin said, there is enough inflationary tinder lying 
around. 

After all, this feverish stock market and this declining bond market, 
sir, is a very serious matter. 

Senator Carrotu..I understand that. I can remember last year 
editorials appearing in the New York Times and other substantial 
newspapers in the country giving the impression that the price in- 
crease was really not very important. You don’t agree with that? 

Mr. Havas. No, sir; I entirely agree with Chairman Martin. I 
think he is the finest man you can have at the head of the Federal 
Reserve Board, I wish we would have many men like Mr. Martin. 

Senator Carroty. Then you think the increase in steel is very 
serious ? 

Mr. Havas. Very serious. This is the wonderful thing about this 
letter of Mr. Thomas. Let me read in the record only his last para- 
graph: 

The objection to administered prices and wages is not so much that they 
create inflation but they tend to retard the growth and increase the unemploy- 
ment. Inflation might be created if monetary and fiscal policies attempt to 
validate such prices but eventually these attempts will only make the inevitable 
collapse more disastrous. 

Senator Carroty. I thank you very much. 

Any more questions ? 

We will stand in recess subject to the call of the Chair. 

(Whereupon, at 4:05 p.m., the subcommittee recessed, subject to the 
call of the Chair.) 








STATEMENTS, EXHIBITS, AND APPENDIX 


[From Washington Post and Times Herald, Mar. 12, 1959] 
THE Price Issue JOINED 


Senator Kefauver reads national sentiment accurately, we think, in his warn- 
ing to the steel industry that another round of unjustifiably high price increases 
this year would lead inevitably to some form of public restraint. There is a 
growing consensus that present fiscal and monetary controls of the Government 
simply cannot cope with the administered price sector of the economy, where 
concentrated industries like steel can, as they have shown, defy sagging demand, 
increase prices and profits, and thus seriously retard economic growth. Wood- 
lief Thomas, the distinguished economic adviser to the Board of Governors of 
the Federal Reserve System, notably reinforces this judgment in his letter pub- 
lished on the opposite page. 

As important as his recognition of the fact of administered pricing is Mr. 
Thomas’ warning that monetary controls of the Federal Reserve cannot be cut 
loose merely because they alone are inadequate. As he notes, a different basic 
policy from that which the Federal Reserve now pursues could exacerbate the 
effect of demand-defying pricing by the concentrated industries if it served 
to ratify their unjustified price increases by easing credit. 

Ralph A. Young, research director for the “Fed,” has also joined the chorus 
of criticism of last year’s steel and auto price rises. Earlier Raymond J. 
Saulnier, Chairman of the President’s Council of Economic Advisers, sounded 
a similar note, blaming unsound pricing by heavy industry for limiting output 
between 1953 and 1957 and thus depressing employment. 

So the issue is joined. If the masters of steel and autos and other heavy 
manufacturing and the unions which serve these industries will now acknowl- 
edge their power, accept the social responsibility that goes with it and discharge 
it in the public interest, the American economy can avoid further regimentation 
and control. If they will not, Congress and the administration will be under 
mounting pressure to devise effective restraints. 


{From Washington Post and Times Herald, Mar. 12, 1959] 
‘THOSE ADMINISTERED PRICES’ 
(A communication from Woodlief Thomas) 


(Woodlief Thomas, author of this communication, is the economic adviser to 
the Federal Reserve Board.) 

Recent discussion of the influence of administered prices, stimulated by Gar- 
diner Means’ statement before the Kefauver committee (Subcommittee on Anti- 
trust and Monopoly of the Senate Committee of the Judiciary), has made a 
significant contribution to a better understanding of the problems of inflation and 
fluctuations in economic activity and employment. This contribution is in 
pointing out that there are unstabilizing forces in pricing actions of the private 
economy—on the part of both management and labor—that cannot be effectively 
1 rhage or corrected by governmental actions in the area of fiscal and monetary 
policies. 

The columns of the Washington Post have covered much of this discussion, 
beginning with Bernard Nossiter’s lucid presentation on February 8. Gardiner 
Means placed major—and apparently undue—emphasis on the role of adminis- 
trative decisions by powerful corporations and labor organizations in fixing 
prices and wages without due regard to economic forces or public interest. He 
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also expressed the view, which was not supported and is inconsistent with his 
major thesis, that restrictive monetary policies brought on the recession in 1957, 
Eugene Havas in his letter of February 19 to the Washington Post pointed out 
the effects of pricing policies on the profits of steel companies and expressed the 
view that monetary and fiscal policies, though sound in themselves, cannot stop 
inflation spurred by administrative price increases. Ralph Young, in his letter 
to Senator Proxmire and also in his more recent appearance before the Kefauver 
committee, pointed out the various demands and other market factors that have 
influenced price movements in recent years. Harold Dorsey, in some of his 
recent excellent Monday columns in the Post, has also presented a realistic 
analysis of recent price changes and their possible effects in contributing to 
economic instability. 

Objection to administered prices, it may be concluded from these discussions, 
although not precisely stated in any of them, should not be so much that they 
contribute to inflation but that they interfere with the proper functioning of 
the price mechanism and lead eventually to unemployment of resources. 

Prices should serve as a means for obtaining the most effective allocation of 
resources and maintaining a balance between output and use. In a free-market 
economy, there should be no objection if an industry or a company or an indi- 
vidual endeavors to obtain the highest prices obtainable for its products or sery- 
ices in the light of existing and foreseeable circumstances. Such a policy 
stimulates investment in increased productive capacity and tends to restrain 
demand. 

One of the considerations in fixing prices, of course, should be what price can 
be sustained and whether markets might be lost for a longer period by asking 
the highest possible price for any short period of time. Criticism arises with 
respect to administered prices when they are not adjusted properly in response 
to supply and demand forces. They are harmful if prices are raised so as to 
choke off demand and lead to reductions in output or if prices are held up in 
the face of declining demand when lower prices might sooner or later stimulate 
some demand. The result is that production and employment are reduced more 
and kept down for a longer period than would otherwise be the case. Sucha 
result is harmful to those responsible for the bad judgment in setting prices as 
well as to the general public interest. 

Consumers have the privilege of deciding whether or not to buy a product ora 
service that is offered at the price demanded. Higher wages or other cost in- 
creases are not a decisive reason for raising prices, if consumers won’t buy the 
output than can be produced at the higher prices asked. An economic system 
cannot be expected to operate on the principle that a seller can always obtain 
any price he wishes to ask for his product. In order to maintain sustainable 
economic growth, it is the task of the seller to adjust his prices or his product 
so as to stimulate demand. Otherwise it is to be expected that resources will be 
allocated to other uses, but this is a time-consuming process and results in 
unemployment. Much of the unemployment existing today can be attributed to 
distortions and inflexibilities in the price and income structure. 

It is most likely, for example, that some wages and prices were raised or kept 
up too high in 1957 and thus choked off demands. Moreover, they have not 
been adjusted downward sufficiently to stimulate demand since then. This is 
particularly true of the automobile industry with respect to styling as well as 
to prices. The principle is the same in either event. It is no doubt also true 
of the steel industry. At present the threat of further increases in steel wages 
and prices may be stimulating a surge of buying that might not last after the 
event. 

Consequences of such distortions and inflexibilities in the price and income 
structure cannot be avoided by monetary and fiscal policies. Any attempt to 
do so would not remove the basic difficulty but might increase the distortions 
and lead to a more severe adjustment. Nor should monetary and fiscal policies 
be blamed for recession and unemployment that result from incorrect pricing 
policies of management and labor. They might alleviate some of the conse- 
quences and should endeavor to do so. Monetary policy, however, operates 
within a limited area and is concerned primarily with commercial bank credit. 
As Ralph Young pointed out in his statement before the Senate subcommittee: 

“* * * Tf monetary policy should undertake to finance whatever demands for 
credit are made upon the banking system, or permit itself to be used to ‘justify’ 
all decisions made by producers, whether correct or faulty, it would become an 
engine of inflation, not a force for stability and sustainable growth. Monetary 
policy must be concerned with the interests of all the people, consumers as well 
as producers, not with particular interests or industries. * * * 
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“Obviously, monetary and credit policy cannot do everything needed to attain 
stable growth; it must be supported by appropriate fiscal and other public 
policies, as well as by prudent private policies. During periods of expanding 
demands, accompanied by speculative psychology and expectations of creeping 
inflation, monetary policy has no option but to assume a restrictive posture. 
If it did not assume such a posture, widespread expectations that prices and 
costs would be steadily raised might indeed lead to further spiraling of costs 
and prices. Individual or group efforts then to hedge against or by escalation 
to protect against inflation would tend to aggravate inflationary forces rather 
than to bring them into balance.” 

In conclusion, the objection to administered prices and wages is not so much 
that they create inflation but that they tend to retard growth and to increase 
unemployment. Inflation might be created if monetary and fiscal policies attempt 
to validate such prices, but eventually these attempts will only make the 
inevitable collapse more disastrous. 

Woop.LiEr THOMAS, 
Chevy Chase, Md. 


[From New York Times, Feb. 21, 1959] 


To COUNTERACT INFLATION—REMEDY OF A BALANCED BupGeT FoR FiscaL 1960 
QUESTIONED 


To the Eprror oF THE NEW YorK TIMES: 


The President has said repeatedly that he seeks a balanced budget in order 
to avoid inflation. The assumption is that Federal spending in excess of revenues 
at this time would tend to push prices forward in the absence of any demonstrated 
capacity of this country, through Federal Reserve controls or others, to restrain 
inflationary forces. 

This view appears to be unsound both from a historical viewpoint and from an 
analysis of the present position of our economy with respect to price stability. 

A review of American business cycles fails to show any direct causal relation 
between Federal fiscal deficits and the upward movement of prices. Rather, 
when business is booming, prices tend to rise, Federal tax collections mount, the 
demands upon Government for security and relief decline and a Treasury surplus 
usually results. ; 

Two recent historical examples come to mind: the sharpest increase in prices 
since World War II occurred in 1947 and 1948, yet the Federal Government had 
cash surpluses of $19.4 and $7.3 billions in these years. A second upsurge in 
prices took place in 1950-51, yet the Federal Government reported a surplus of 
$7.6 billion in fiscal 1951. 

One may assert that inflation in these two periods might have been worse had 
there been a budgetary deficit, but the point remains that the principal inflation- 
ary forces came from nongovernmental sources—in 1947-48 from the large liquid 
reserves of consumers accumulated during World War II, and in 1950-51 from 
anticipating consumer spending financed out of liquid assets and credit. In both 
cases the budgetary surplus was a residual, not a causal, factor. 


PUSHING PRICES UP 


The present inflation, outside of agriculture, stems largely from group pres- 
sures and market power in monopolized areas of the economy. These forces 
have been strong enough to push prices forward even in the face of substantial 
unemployment of labor and excess productive capacity. It is quite possible that 
vigorous antitrust action combined with hearings on price increases and the 
mobilization of public opinion could restrain price increases in these areas where 
market power exists. Excess capacity and recent substantial gains in produc- 
tivity in these industries should also permit a rise in employment and output 
with no increase in unit costs or price. 

It is apparent that much of the recent inflation derives from various categories 
of service where serious shortages exist—education, rental housing, medical 
Service and transportation. Additional Federal spending in selected areas— 
school and college construction, low-cost housing, building of medical schools and 
hospitals—might have some initial impact on basic industries and construction. 
But these have excess capacity, and even if they sought to obtain price increase 
could be checked by governmental action. At a later stage of the cycle the 
greater supply of facilities in the service area would be anti-inflationary. 
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As an instrument to counteract inflation a balanced budget for fiscal 1960 has 
negligible utility. This is entirely apart from the criticism that it fails to make 
fuller use of the resources of the American economy to meet domestic and foreign 
needs. 

WILiiAM N. LEONARD, 
Professor of Economics, Hofstra College. 
HemMpstTeEap, N.Y., February 18, 1959. 


{From Wall Street Journal, Mar. 6, 1959] 


Auto OuTLOOK—INDUSTRY ECONOMISTS TRIM SALES FORECASTS AS CrEDIT BUYING 
Lacs—Bic THree’s SMALL CAR PLANS, STEEL STRIKE THREAT AbD TO Doupts 
ON 1959—PoweER oF ‘POSITIVE THINKING’ 


(By Dan Cordtz, staff reporter of the Wall Street Journal) 


Derroit.—Lagging credit sales—inspite of some of the easiest credit terms in 
history—are prompting some second thoughts here about the size of this year’s 
auto market. 

Six months ago, most auto executives were predicting 1959 sales of 5.5 million 
American built passenger cars, plus about 500,000 imported foreign models. This 
is still the official view, but an increasing number of the auto companies’ own 
market researchers and economists are expressing private doubts. 

“I think it’s generally true,” says one auto company economist, “that the real 
expectation now is something in the neighborhood of 5 million—perhaps as high 
as 5.2 million—domestically produced cars.” 


FOREIGN CARS GAIN 


The car makers’ overall forecast of total sales in this country of 6 million 
cars, however, might not be far off the mark. Still-booming sales of foreign 
ears may push their total well above 500,000. But that hardly brings comfort 
to the American manufacturers. 

Although sales of around 5 million domestically produced cars would be below 
the industry’s earlier expectations, such a total would represent an improve- 
ment over 1958. Dealers’ sales of U.S. made cars last year totaled 4,285,000, 
down about 26 percent from 1957. Although final figures aren’t yet available, 
sales in the first 2 months of 1959 are estimated at about 828,000 units, an in- 
crease of 18 percent over a year earlier. If the industry were to reach sales of 
5.5 million cars this year, however, it would have to top the 1958 figures by 30 
percent in the final 10 months of 1959. 

Production has been outpacing sales, reflecting the fact that manufacturers 
are building up dealer inventories. Output this week is expected to total 134,370 
cars, an increase of 5 percent over last week and a 60 percent rise from the figure 
for a year earlier. But auto makers cannot continue indefinitely to produce 
More cars than dealers are selling; sooner or later, unless sales pick up, they'll 
have to cut output. Yesterday, in fact, United Auto Workers officials said they 
expect a production cutback of about one-third by the end of this month at 
General Motors’ Buick works in Flint, Mich. This week’s sharp production gain 
over the like 1958 week results in part from the fact that dealers’ inventories a 
year ago were heavy and manufacturers were cutting back production. 

Manufacturers, of course, still are hopeful the sales outlook will brighten later 
this year. If the Nation continues to climb out of the 1957-58 recession, con- 
sumers conceivably could become a good deal more credit-minded later this 
year. But the market researchers and economists at the moment see no reason 
to look for a big enough sales bulge to push the total much beyond 5 million cars. 

There is more than one reason for their trimmed forecasts. But the most 
important appears to be growing evidence of consumers’ caution on credit. 

During 1958, auto dealers sold 2,672,300 cars on time, down 28.5 percent from 
1957’s total of 3,733,700. In the same period, cash sales dropped only 23.2 percent. 
A comparison with 1956, the year in which credit accounted for a record 67 
percent of all sales, is more striking. Credit sales in 1958 fell 31.9 percent from 
the 1956 figure, while cash sales dropped just 16.5 percent. 
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“TARDER HIT BY RECESSION” 


For the first 9 months of 1958, the auto industry was concerned but hardly 
surprised by the slow pace of credit sales. ‘‘After all,” explains one finance 
company official, “the people who buy cars on credit generally were harder hit 
by the recession than those who pay cash.” But in the final 3 months of last 
year, with the Nation beginning to head back toward prosperity, auto men had 
looked for an upswing in credit sales. 

Actually, however, just the reverse occurred. While cash sales for the October- 
December period rose 6.4 percent from the figure for the corresponding period of 
1957, sales on time plunged 25.2 percent. 

No later figures are available on the number of cars purchased on credit. But 
other statistics indicate that credit sales, while they may be showing a seasonal 
upturn, still are not rising in proportion to total sales. Sales of domestically 
produced cars in January totaled 427,900, an increase of 12.3 percent from a year 
earlier. The amount of new auto installment credit extended in that month was 
$1.2 billion, an increase of only 6.1 percent over January 1958. 

Credit sales, as a percentage of total auto sales volume, usually reach a peak 
in September and October, just before the new models are introduced. Dealers 
push credit sales hardest in those months in their efforts to clear out the last of 
the old models. Then in November and December the credit sales percentage 
tends to fall sharply, as cash buyers come in to buy new models. WHarly in the 
following year, credit buying tends to head upward. 

Why aren’t credit sales growing at a faster pace? 

The chief reason, most industry economists say, is psychological. Unemploy- 
ment remains relatively high. The pace of recovery has been slow. So many 
consumers still are in a “wait-and-see”’ mood, the economists figure. 

“There’s an almost direct corelation between consumer confidence and the credit 
sales of big-ticket durable goods items—cars especially,” says one economist. 
“And, although there has been some upturn in confidence—according to surveys 
of intentions to buy—it hasn’t been enough to convince us that public confidence 
really has returned.” 

Concern over the public’s mood probably will prompt auto spokesmen to stay 
with their optimistic original sales forecasts as long as there is the barest possible 
hope they will be realized. To understand this “positive thinking’ attitude 
of the car builders, listen to the views of one influential market research man: 

“As a professional economist, I doubt very much that public statements by sales 
officials or others really have anything much to do with recessions. But in my 
capacity as counsel to our own executives, I believe in playing it safe. So I’d 
always advise them to say nothing that might upset public confidence or be a 
negative factor.” 

In spite of the industry’s determination to look on the bright side, some 
potential customers obviously are paying more heed to less optimistic develop- 
ments. Says a finance company official: “A lot of people who weren’t directly 
affected by the recession at all have still decided against going into debt. Eco- 
nomic news is front-page stuff nowadays, and the average consumer knows things 
about business conditions that only a few top corporate executives were aware 
of a few years ago.” 

Whatever the reason for continued hesitancy by many buyers, there is little 
disagreement that it exists. And it will become more of a problem if heightened 
by two occurrences possible later this year—a national steel strike and the 
introduction by one or more of the Big Three of American-made small cars. 


“CAN’T STOCKPILE SALES” 


The most troublesome aspect of a steel strike, in the opinion of many auto 
executives, is not the possible effect on the car makers’ own steel supplies. “We 
can stockpile steel,” one explains, “but we can’t stockpile sales to carry us 
through any large-scale dislocation of the economy.” What is feared, in other 
words, is that a prolonged steel strike—besides idling thousands of members of 
the United Steelworkers, all of them good potential auto customers—might also 
cause the shutdown of countless other factories, thus throwing other people out 
of work and severely curtailing auto demand. And the persons who would be 
most affected by such a steel strike are the same prospective installment credit 
buyers who have already demonstrated a cautious attitude. 
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The same sort of worry afflicts the men responsible for announcing—or keeping 
secret—the Big Three’s small car plans. Remarks a high-ranking official of one 
division that is developing a compact model: “We'd love to be the first to an- 
nounce a small car. But we'd a whole lot rather make certain we don’t lose any 
sales we might otherwise make. If it comes to a choice between glory and gold, 
we'll take the gold every time.” 

Eventually, however, some public commitment will have to be made. The 
current lowered sales forecasts, together with the continued boom in sales of 
American Motors’ Ramblers, Studebaker-Packard’s Larks and foreign imports, 
will fortify the Big Three in their determination to turn out scaled-down models 
of their own. 

IMPACT ON SALES 


And when the first announcement is made, its generally expected sales—at 
least of the lower-priced models—will suffer an immediate slump as prospective 
buyers decide to wait for a look at the new smaller vehicles. And, with the 
first such car not expected until October—with the other two to follow near the 
end of the year or later—the small cars cannot be expected to add much to the 
year’s sales total, even if they are an immediate success. 

Thus, in snite of the belief of top executives that the Big Three’s smaller 
cars ultimately will prove beneficial to the U.S. industry, their effect on 1959 
sales appears more lik*ly to be negative. 

Finally, there is another sales-depressing factor suggested by the experts, which 
has its greatest impact on credit—rather than cash—buyers. 

It’s price resistance, a controversial influence not conceded by many in- 
dustry spokesmen but one backed up many a good deal of circumstantial evi- 
dence. “I don’t say that auto prices have risen,” says one independent re- 
searcher who is highly respected inside the auto industry, “but all our studies 
indicate the public generally believes prices have gone up. And they’re vocal- 
ly resentful that prices went up during a period of low sales. They just can’t 
accept the idea of having inflation and a depression at the same time.” 

While these difficulties are not precisely welcomed by the auto makers, there 


is one aspect of them that lends them some encouragement: Most pass away. 
Public confidence is bound some day to return; the, steel strike either will not 
take place or eventually will be settled, the small car uncertainty will end. 

More troublesome, however, is the nagging possibility that the past 3 or 4 
years has cured Americans of any notion about staying in debt just so they 
can drive a car not more than 3 years old. 


FALSE IMPRESSIONS OF 1955 


“I’m afraid,” says one Big Three economist, “that we got an awful lot of 
false impressions from the results of 1955. Certainly one of them may turn out 
to be the idea that car buyers really don’t mind carrying payments permanent- 
ly—inust like rent. I was never convinced about that one, and now I’m firmly 
convinced it’s wrong. Once a person has been through one of those 3-year con- 
tracts, where his car might be giving him trouble or even breaking down before 
he’s paid for it, I suspect he’ll be hard to suck in again.” 

Ever since the credit splurge of 1955-56, when dealers discovered that liberal 
financing terms could persuade many undecided customers to buy a car, the 
auto industry has relied heavily on credit to bolster sales. 

Kor the past 2 years, for example, sales executives of the various assembly 
divisions have predicted bravely—and with astonishing inaccuracy—that sales 
in the ensuing year were sure to boom as the 1955-56 buyers came back into the 
market. Unfortunately for them and the rest of the auto industry, there’s been 
no evidence yet to suggest their thesis is valid. 

The question that nags at thoughtful auto executives is this: Is this buyer 
reluctance to go into debt just a product of the recession or is the average 
new cary buyer going to refuse to change cars every 3 years? 

In 1955, by generally extending contract terms to 36 months and beyond for the 
first time, the industry sloshed the average length of time credit buyers held their 
previous cars to 32 months—compared with 37 months in 1954. In the market 
of that period, howeyer, most car buyers with 32-month-old automobiles had 
completed paying for them about 8 months before and could with little effort 
be persuaded to go into debt as long as the payments could be kept within reason. 
Today, however, the typical credit buyer still owes something like $300 on his 
vehicle after 32 months of ownership. He thus has less equity in the car he 
trades and must put up more cash. 
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“We just don’t have another shot in the arm left in the medicine chest,” is 
the way a General Motors Acceptance Corp. spokesman puts it. 

A monthly survey by the Federal Reserve Board shows that in December, 
latest month for which figures are available, nearly 51 percent of all contracts 
were written for more than 30 months. That was a gain from about 38 percent 
a year earlier and is more than double the figure for all of 1955. 

The picture on down payments is more obscure, but the Fed’s studies seem to 
indicate that close to 40 percent of all buyers are getting by with downpay- 
ments of less than 25 percent—against about 44 percent who made payments in 
that size category in 1955. And, although these figures are derived only from 
member ranks, major finance company officials indicate terms generally either 
have changed little since 1955 or have eased. 

“In our case,” says an executive of Commercial Credit Corp. “there has been 
some trend to smaller downpayments, although this varies as to areas, market 
conditions, and price of cars.” 

An official of C.I.T. Financial Corp., although he denies his firm has been 
accepting smaller downpayments, frankly concedes that overall “credit terms 
are at least as liberal as they have ever been.” Although 1955 was the year in 
which the looser policy yielded spectacular results, he says, there has been no 
real tightening up since. 

“Maximum terms haven’t gotten longer—in fact there is practically no paper 
written for longer than 36 months,” he explains, “but a lot more people are 
getting the 3-year terms now.” 


[From Congressional Record, Feb. 9, 1959] 


Mr. Proxmire. Mr. President, Mr. Means carefully and persuasively developed 
the interesting contention that since 1953 we have been undergoing, not the 
classical, surplus-of-money inflation—that is, with too much money chasing too 
few goods—but a highly selective inflation featured by sharp price rises in indus- 
tries in which a few huge corporations can virtually fix prices—and, of course, 
they always fix them in one way, namely, up—while prices were actually falling or 
increasing only moderately in other industries. 

The Federal Reserve Board has taken a position in sharp disagreement with 
Mr. Means. Mr. Means has severely criticized the Board’s monetary policies. 

Recently, I asked the very able Director of the Division of Research and Statis- 
tics of the Federal Reserve Board, Mr. Ralph A. Young, to reply to the Means 
statement. Mr. Young did so in a thoughtful and detailed letter. Mr. Young’s 
position is that the Means statement is a useful contribution; but he criticizes it 
for these reasons: 

First. Mr. Means implies that administered prices are changed arbitrarily 
without regard to the strength of market conditions. 

Of course, Mr. President, market conditions constitute a limitation on any 
monopolistic or oligopolistic group whose members attempt to work in concert to 
fix prices. Of course, there is a limit to the prices they can charge—whether in 
the case of a railroad, which in the old days used to hike its prices so greatly, 
without regard to the welfare of the farmers, or whether in the case of the steel 
companies which push up their prices higher and higher. 

It seems to me that Mr. Young’s analysis, although thoughtful, and although 
he has made the best case he can, should concern itself with the fact that today 
the steel industry has a monopoly of peculiar power. It is indeed able to raise 
its prices, and to raise them so high that they affect the entire economy. For 
example, Mr. Means has pointed out—and I should be delighted to hear a refuta- 
tion of this assertion—that between 1956 and 1957, for each $1.75 of wage in- 
crease, there was a price increase of $11. Such administered prices which are 
not justified on the basis of the wage increases require, it seems to me, some an- 
swers from those involved. 

In the second place, the criticism by Mr. Young of Mr. Means’ theory is that 
Mr. Means overlooks the consequences of earlier inflationary developments which 
may result in the delayed making of price and wage adjustments sometime after 
inflationary pressures elsewhere have subsided. 

On the basis of any sort of analysis that I have been able to find of the price 
increases in the steel industry and in the automobile-manufacturing industry, I 

lieve the evidence is very clear that after the inflationary forces in those areas 
subsided—and the same is true with respect to the oil industry and many of the 
other areas of administered prices—there was not a delayed inflationary impact 






























































5110 ADMINISTERED PRICES 


sufficient to justify any substantial price increase, and certainly none of the 
kind that would justify the increase the economy suffered. 

In the third place, Mr. Young writes that Mr. Means is correct when he argues 
that the 1955 to 1957 inflation was not a monetary inflation, because the policies 
of the Federal Reserve Board were such that the monetary influences were elimi- 
nated and the inflation was moderated and was held in check. 

What Mr. Young has written is that the reason why we had relative price 
stability, despite some increases in prices during the period 1955 to 1957, was that 
the Federal Reserve Board “hiked” interest rates and stemmed the push of 
inflation in the rest of the economy. Unfortunately, Mr. Young, while writing 
an excellent letter, did not have the time to go into a detailed analysis of this 
claim. After all, Mr. President, can there be any justice to the notion that 
high interest rates were what pushed down the farm commodity prices? 

After all, the cost of food dropped in the period of 1955 to 1957, and the cost of 
food is a very fundamental part of the cost of living. I do not know anyone who 
would say high interest rates shoved down farm prices. At the same time, the 
textile industry was the other example during this period in which prices ac- 
tually dropped. I do not know how anyone could contend there was a connec- 
tion between pushing up interest rates and a drop in textile prices. Actually, I 
think a careful analysis of this hard money policy will show that housing 
Starts dropped very decisively. They dropped because, of course, interest is a 
tremendously important factor in home construction—enormously important 
particularly when we have the kind of frictions in the FHA and veterans’ in- 
terest rates that we have. So the argument that the monetary policies of the 
Federal Reserve Board stemmed inflation simply is not supported by the facts. 

In the fourth place, it is stated the industries experiencing the largest in- 
‘creases in prices during at least part of the period were operating at or close to 
capacity. That is true during part of this period. Nevertheless, during a very 
important part of this period they were operating well below capacity, but they 
did not drop their prices; they increased their prices. This is the terrible conse- 
quence of administered prices. This is the real weakness in our whole economy. 
This is the part of inflation that is so difficult to solve without some kind of 
initiative and Government action. The fact is that as demand drops, if and as 
the Federal Reserve Board and the fiscal policy of the Government succeed in 
stemming demand, it still does not bring prices down in a very important part of 
our economy. 

The fifth and final criticism by Mr. Young is that the prime explanation for 
price rises in late 1957 and early 1958 was not administered prices, but the 
legacy of an earlier period of excessive demand and the result of unfavorable 
weather on food supply. 

That is a true statement. There is no question that rising food prices were im- 
portant considerations in the rising cost of living. This should have been rather 
compensated by a drop in the price of steel and. other prices where the law of 
supply and demand should operate, if we had the kind of free economy that is 
talked about. 

Mr. President, I ask unanimous consent that the letter of Mr. Young to 
gether with three Federal Reserve Board bulletins be printed in the Record 
at this point. 

There being no objection, the letter and bulletins were ordered to be printed 
in the Record, as follows: 

BoarpD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, D.C., February 5, 1959. 
The Honorable WILLIAM PROXMIRE, 
U.S. Senate, Washington, D.C. 

Dear SENATOR PROxMIRE: In response to your question at our chart presen- 
tation to the Banking and Currency Committee last week, we have examined 
Mr. Means’ statement and, although unable to appraise fully the points he 
raises, we should like to comment briefly on some of them. 

Mr. Means has been interested for years in this matter of administered 
prices and through his efforts needed attention has been given to the institu- 
tional aspects of the pricing process. It is an important and now widely ac- 
cepted fact that in major sectors of the economy there is a discretionary area 
for conscious decision in setting prices and wages. This area differs greatly 





from time to time depending on various cyclical and other market influences. 
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It also varies among industries, products, and labor markets because of the 
degree of concentration types of organization, degree of public regulation, and 
other factors. 

The particular classification of industries and, commodities adopted by Mr. 
Means may not be the most fruitful one for price analysis, however, especially 
if it is unaccompanied by analysis of other forces operating in the economy 
and in particular markets. For example, the commodities included in the com- 
petitive price group are mainly farm products manufactured from them while 
those in the administered price group are largely industrial. Farm products 
and industrial commodities are subject to different demand and supply influ- 
ences. Moreover, within the industrial commodity group—or largely price ad- 
ministered group—price increases in the 1955-57 expansion period were greatest 
for metals and products and it was for these products that demands also were 
strongest and pressure on productive capacity heaviest. Wages as well as prices 
advanced rapidly in the metals group. 

While evidence supports Mr. Means’ position regarding the varying sensitivity 
of prices in responding to market developments, his view that price advances 
reflected mainly administrative decisions leaves the forces shaping those deci- 
sions unaccounted for. Implicit in his presentation is the idea that administered 
prices and wages are changed arbitrarily without regard to the strength of cur- 
rent or prospective market conditions. Also, it overlooks the consequences of 
earlier inflationary developments which may result in delayed price and wage 
adjustments being made sometime after inflationary pressures elsewhere have 
subsided. 

To some extent, of course, it is possible for prices and wages to be raised 
without close reference to market influences but there are real limits as to how 
far this process can go or how long it can last before competition from other 
products or alternative sources of satisfaction become effective, unless under- 
lying economic conditions are inflationary. These limits are conditioned by 
market forces which in turn are influenced by fiscal and monetary conditions 
and policies. 

Mr. Means is clearly in error in saying that the Federal Reserve analyzed the 
problem incorrectly and that the application of monetary policy caused the 
1957 downturn. The downturn rather developed out of an earlier situation 
during which the interaction of demand-pull, cost-push, and administered price 
and wage decisions accentuated a cyclical upswing. In that phase inflationary 
factors and expectations permitted or fostered excessive accumulation of busi- 
ness inventories, overbuying of business plant and equipment, and overextended 
financial commitments. Monetary and credit policy operated to restrain the 
growth of these excesses but was unable to prevent them altogether and cyclical 
recession resulted. Surely, however, if monetary policy had been one of main- 
taining easy credit by freely providing additions to the money supply the 
exuberant psychology and other excesses would have carried further and 
led sooner or later to a more severe contraction and more unemployment. 
The question of what would have happened if demand had not been restrained 
by monetary policy is not asked by Mr. Means but is one that needs to 
be answered before it is concluded that monetary instruments should not be 
used {o moderate inflationary trends. 

With reference to this point, Mr. Means states that price developments during 
the period were not influenced by “too much demand” because “clearly, the in- 
flation has not been of the old-fashioned, classical kind with all prices going up 
more or less together.” ‘This quotation merely states the fact that the rise in 
prices from late 1955 through 1957 was not on the order of that associated with 
the two recent wars. That it was not a more serious inflation, fed by expansion 
in money and credit, reflected in part the operation of the credit restraints which 
were applied during the period. 

Mr. Means appropriately stresses the strategic importance of steel price in- 
creases in the general price situation in recent years. But inflationary tendencies 
were not so limited to steel and steel products in the 1953-57 period as he suggests. 
During that period, based on annual averages, the total wholesale price index 
rose 7 nercent, the consumer price index rose 5 percent, and prices paid by farmers 
rose about 15 percent while prices received by farmers declined 6 percent. The 
general construction cost index increased 12 preent, and costs of machinery and 
equipment rose 21 percent. Common stock prices rose about 80 percent and 
average hourly earnings of factory workers advanced 17 percent. 
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Also Mr. Means’ selection of the 1953 to 1957 time period is open to some 
‘question since it averages together a period of cyclical recession beginning in 
mid-1953 and continuing through most of 1954, which was not a period of credit 
restraint, with a period of rapid recovery and expansion to new high levels in 
1955 to 1957. It is also a period which averages together a period of marked 
decline and advance in prices of farm and food products. 

To understand the price and other economic developments from the end of the 
1953-54 recession to the beginning of the 1957-58 recession, the period should 
be subdivided, relating output and supply, demand, credit, and price developments 
one to another in each subperiod. The three attached articles on price develop- 
ments, which appeared in the Federal Reserve bulletins for January 1956, 
November 1956, and April 1958, contribute toward this end. The first two of 
those articles describe the important, indeed the dominant, influence of expanding 
demands in 1955 and 1956 and the widespread nature of advances in prices 
among industrial commodities. What is particularly significant is that the 
industries which experienced the largest increases in prices were those operating 
at record levels, with output at or close to the limits of capacity. 

In 1955 and 1956, while personal incomes and corporate profits were at very 
advanced levels, demands for credit were very large, to finance the higher level 
of business activity as well as to finance consumer short-term credit, mortgages, 
business capital outlays, and public projects of State and local governments. 

The further rise in average levels of prices during the recession in late 1957 
and early 1958 was in part a legacy of the earlier period of excessive demands 
and in part a result of unfavorable weather which reduced supnlies of fresh 
foods. Prices of industrial materials declined in this period. While the de- 
clines were selective rather than general, the period can hardly be characterized 
as one of simultaneous inflation and depression. 

In summary, our view is that Mr. Means has called attention to one important 
aspect of a very serious problem but his contention that administration is an 
adequate explanation for postwar or post-Korean events is unacceptable, as is 
his view that monetary policy is an inappropriate tool for dealing with the recent 
period. Monetary policy cannot deal with all of the problems associated with 
price pressures, but surely price and wage increases in both the administered as 
well as competitive area would have been much greater if monetary restraint 
had not been applied. 

We trust this reply throws some light on your question. If we can be of 
further help please let us know. 

Sincerely yours, . 
RateH A. YOuNG, 
Director, Division of Research and Statistics. 


{From Washington Evening Star, Mar. 9, 1959] 
EVERYBODY’sS BUSINESS 


Senator Kefauver has come up with the right answer to David J. McDonald, 
head of the United Steel Workers. 

The Tennessee Senator had suggested that the union wage increases should be 
limited to corresponding gains in productivity. This brought from Mr. MeDon- 
ald the retort that he wished “Senator Kefauver would learn to keep his nose 
out of my business.” The Senator fielded this one on the first bounce. “The 
price of steel,” he said, “is not just Mr. McDonald’s business, nor just the busi- 
ness of Roger Blough, chairman of the board of United States Steel. It is 
the business of all the people.” 

This most certainly is true. For steel wage increases which are not accom- 
panied by increased productivity would mean higher steel prices, and that, in 
turn, would mean more inflation. This prospect may not worry union bosses 
or corporation executives. They can keep their heads above water. It does 


worry the rank-and-file consumer, however, for as inflation mounts it is he who 
gets it in the neck. 
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[From Washington Post and Times Herald, Feb. 8, 1959] 
INFLATION BESETTING Us Is or A NEW BREED 


(By Bernard D. Nossiter, staff reporter) 


A pioneering approach to the peculiar price inflation that marked our 
recent past is embodied in the strange looking charts at right. (See below.) 

They were put together by Gardiner C. Means, of Vienna, Va., a distinguished 
but lonely economist. He held a slew of Government posts in New Deal days 
and was recently an adviser to a relatively sophisticated business group, the Com- 
mittee for Economic Development. Twenty-seven years ago, Means rocked eco- 
nomic thinking when he and Adolf A. Berle wrote “The Modern Corporation and 
Private Property.” 

What the Means charts show is that contemporary inflation is a very different 
animal from the classical demand inflation. The chief difference lies in whether 
big price increases come in competitive or concentrated industries. 

In other words, what Means has done is, violate a sacred taboo of economic 
thinking. He has actually gone and looked at where the price increases are tak- 
ing place and asked whether the differences over separate periods of time aren’t 
meaningful. 

To compound his sins, he has murried economie theory to economic fact. And 
as everybody in the business knows, the gulf between the “institutionalists” (fact 
men) and theoreticians is as wide as the breach between Montagues and Capulets. 

Classical inflation is pictured in the top chart, covering the war and immediate 
postwar years. This was a money phenomenon, an increase in money demand 
which was not offset by an equivalent increase in goods—what Federal Reserve 
Board Chairman William McChesney Martin likes to call “too much money chas- 
ing too few goods.” 

In drastically oversimplified form, this is what happened : 

The staggering war expenses were paid by the Government through borrowing 
{deficit financing). To the extent that the Government borrowed (sold bonds) 
to commercial banks, the Government was simply printing money. The goods 
this money bought were shot off, exploded, dropped on cities, or left to rot in 
military warehouses. So, when controls came off, the extra money in the hands 
of people and businesses bid up prices much more than it induced increased pro- 
duction. Even with the best will in the world, increased production could not 
come about quickly enough because resources of men and materials were almost 
fully employed ; too much money was chasing too few goods. 

According to Means’ charts, the biggest price increases came in the highly com- 
petitive industries—lumber, farm products, processed foods, textiles. In these, 
producers can’t control their prices which are set by those impersonal market 
forces so dear to Adam Smith. 

But the concentrated industries with few producers—steel, autos, aluminum, 
electrical machinery—held back. They do have considerable discretion over price 
and didn’t take full advantage of the big increase in money demand. 

Now, the new inflation presents a different picture. All the price push comes 
from the concentrated industries. The competitive industries in several cases cut 
prices—textiles, farm products, miscellaneous. And there is a logic in this. The 
period under study, 1953 to October 1958 (the last month for which Means got 
data), was a time of much less than full employment. The period spans two re- 
cessions (1953-54 and 1957-58). The money supply did not zoom upward. 

So, only industries who need not rely on impersonal market forces but have 
considerable control over their prices could make increases stick. And the charts 
show that they did. 

Many economists will quarrel with Means’ interpretation of his charts. They 
will contend that the ability to administer prices has nothing to do with whether 
an industry is competitive or concentrated. They will argue that all Means is 
showing in his new inflation chart is what you would expect in a period of in- 
vestment boom—and the Nation certainly was enjoying one from 1955 through 
1957—steeply rising prices in steel and other producer goods industries as the 
result of extra demand for producer goods. 

This debate can’t be settled in this space or anywhere else now because rela- 
tively little is still known about “administered” prices, or for that matter, ‘‘con- 
centration.” 

Let’s take a closer look at the charts. The solid black bars are industries or 
industry groups which are highly concentrated—a handful of producers account 
for most of their production. The cross-hatched bars are mixed concentrated 
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and competitive—chemicals, furniture, and the like. The light gray bars are 
the competitive industries with thousands of producers, no one of them big 
enough to affect prevailing prices or production. 

The bars are two-dimensional, but that’s not as scary asit sounds. The height 
of each bar measures the percentage of price increase or decrease at wholesale 
in each industry. For example, in the bottom chart, steel prices went up 36 
percent between 1953 and October 1958; farm products prices went down 5 
percent. 

The width of each bar measures the industry’s weight in the wholesale price 
index—that is, the amount of sales of that industry in relation to the amount of 
sales of the other industries. If steel sales during 1953-—October 1958 were 
$8 billion and farm products sales were $24 billion, then the farm products bar 
would be three times wider than the steel bar. 

The height of any bar times its width is its area. In these charts, the height 
(price increase) times width (economic weight) gives a graphic picture of the 
economic impact of each industry on the price level. In other words, the area 
of each bar shows how much force each industry or industry group had on the 
price level. 

We can see very quickly that the competitive industries accounted for almost 
all the pull in the war period. There is much more light gray than black in this 
picture. 

But in the recent period, the push comes from the concentrated industries. 
Means figures that they account for 85 percent of the gross increase in the whole- 
sale index. If they hadn’t gone up in price, the wholesale index would have 
risen less than 1 percent instead of 8 percent. And this is what you would 
expect during a period when total output of goods is increasing little and so is 
the money supply. 

There is one other point to note. In the bottom chart, Means has broken out 
steel and fabricated steel from the broad category of metal and metal products. 
He did this to demonstrate the overwhelming force of the steel and steel-using 
industries (machinery and motive) in pushing up recent prices. 

While Means appears to have demonstrated that the new inflation stems 
from the concentrated industries, he still hasn’t answered the question agitating 
political debate: Is it the unions or is it the corporations? 

Is it Roger Blough’s United States Steel, Fredrick Donner’s General Motors, 
Ralph Cordiner’s General Electric? Or is it David McDonald’s United Steel- 
workers, Walter Reuther’s United Auto Workers, James Carey’s International 
Union of Electrical Workers? Or, have Both sides embarked on an unspoken 
wage-price or price-wage collaboration? 

The charts are of no help here. But Means, who prepared his material for 
the Senate Antitrust and Monopoly Subcommittee, went back into the commit- 
tee’s steel hearings for some arithmetic. After lengthy calculations, based on 
a series of arguable assumptions, he concluded that labor costs per ton went 
up $1.75 during 1956-57 ; prices went up $11 a ton. 

This would appear to make United States Steel, the industry’s price leader, 
the chief culprit. However, it must be repeated thta Means’ computation is 
derived from assumptions which can be debated. At best, his conclusion is 
suggestive. 

Who are these concentrated steel and steel-using industries? They can be re- 
duced to 10 corporations. In terms of ingot capacity, steel is United States 
Steel (29 percent), Bethlehem (16 percent), and Republic (9 percent). 

The “motive” end of the ‘‘machinery and motive” category is: General Motors 
(51 percent of 1958 auto production), Ford (29 percent), and Chrysler (14 per- 
cent). 

The machinery end is tremendously complicated by definitions. But electrical 
machinery is General Electric (owned 16 percent of the industry’s assets in 
1947, the last data year) ; Westinghouse (13 percent) ; Western Electric Co., 
an American Telephone & Telegraph subsidiary (13 percent), and Radio Corp. 
of America (6 percent). 

Some policy implications flowing from Means’ analysis were spelled out by 
Chairman Estes Kefauver, Democrat, of Tennessee, of the Senate subcommit- 
tee. If Means is right then: 

A tight money policy won’t hold down prices without bringing on a recession 
because corporate giants are the least affected by a shortage of lendable funds. 
They raise their expansion money largely from profits, not borrowing. 

A balanced Federal budget is irrelevant because this is not a money, but 
an “administered price” inflation. 
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To be sure, easy money and unbalanced budgets would, according to any- 
body’s analysis, worsen the situation by piling a money inflation on top of an 
“administered price” inflation. 

(However, a minority group of economists headed by Leon Keyserling para- 
doxically argues that easy money and budget deficits will stimulate an offsetting 
amount of extra production when, as now, men and resources are not fully 
employed. ) 

But what Means is really saying is that some new institutional devices must 
be invented to control concentrated industries and/or their unions if price sta- 
bility is to be achieved. 


What form the new devices should take might well be on the agenda of Vice 
President Richard M. Nixon’s new Cabinet committee on inflation and the mas- 
sive congressional study Majority Leader Lydon B. Johnson, Democrat, of Texas, 
once proposed for the Joint Economic Committee. 
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In both charts, the height of each bar Bureau of Labor Statistics’ wholesale 
is the percentage increase in the whole- price index. From 1942 to 1947, the 
sale price of cach industry's or industry average price increase for the groups 
group's products. The width, of each pictured was 50 per cent; from 1953 to 
bar is the industry's weight in the October, 1958, it was 8 per cent. 
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{From Congressional Record, Mar. 10, 1959] 
Fiscaut PoLicy 


Mr. Smaruers. Mr. President, in view of the great debate over our Nation’s 
fiscal policy, and whether there should be in effect a hard money or tight money- 
unemployment policy, or whether there should be in effect a soft money-high em- 
ployment policy. I believe Senators will find an article which was published in 
last Sunday’s New York Times magazine, entitled, “Argument for Creeping Infla- 
tion,” both stimulative and informative. 

I ask unanimous consent that the article may appear in the body of the Recora. 

There being no objection, the article was ordered to be printed in the Record, 
as follows: 

ARGUMENT FOR CREEPING INFLATION 


(By Sumner H. Slichter ) 


The principal economic issue dividing the American people today is the issue of 
growth of the economy vs. stability of the price level. Mr. Eisenhower has 
declared that a stable price level is an indispensable condition for achieving 
vigorous and continuing economic growth and has placed strong emphasis on the 
prevention of inflation in his state of the Union message, his budget message, and 
his Economie Report. 

His critics accuse him of discouraging growth in order to stabilize the price 
level. The AFL-CIO economic policy committee has charged that Mr. Bisen- 
hower’s program is a sure-fire prescription for stagnation. The Joint Congres- 
sional Economic Committee, under the chairmanship of Senator Paul H. Douglas, 
of Illinois, is about to start hearings on the problem of reconciling full employ- 
ment, an adequate rate of growth, and price stability. 

Is it true, as Mr. Eisenhower says, that there is no conflict between vigorous 
economie growth and a stable price level? Or must permanent inflation be 
accepted as a necessary condition to maximum growth? And if maximum growth 
entails creeping inflation, what will be the consequences for the economy? Will 
the United States price itself out of world markets? Will confidence in the dollar 
be undermined and will there be a disastrous flight from the dollar with creeping 
inflation developing into a gallop? Will creeping inflation produce great suifer- 
ing among recipients of fixed incomes? Or are the consequences of creeping 
inflation greatly exaggerated? 

The recent inflation in the United States has been caused by a mixture of strong 
demand for goods and a strong upward push of costs, but the principal reason the 
price level has increased and slow inflation’ must be expected to continue more or 
less indefinitely is the strong tendency for labor costs to rise faster than output 
per man-hour. During the past 10 years, for example, hourly compensation of 
employes in private industry outside agriculture has risen more than twice as 
fast as output per man-hour. 

The unions explain this by asserting that wages were simply chasing prices up, 
but the facts refute the claims of the union spokesmen. In every one of the past 
10 years the percentage rise in the hourly compensation of workers exceeded the 
percentage rise in the consumer price index. Furthermore, in 9 out of the past 
10 years, the rise in hourly compensation of workers exceeded the rise in the 
wholesale prices of finished goods. Wages were not chasing prices up; on the 
contrary, prices were chasing wages, and were falling behind each year. 

The tendency for wages to outrun output per man-hour is bound to occur in an 
economy of private enterprise and powerful trade unions whenever the demand 
for goods is strong—that is, whenever the conditions are favorable for rapid 
growth. Wages could be prevented from outrunning output per man-hour if the 
bargaining power of unions were weakened and the bargaining power of em- 
ployers strengthened by the maintenance of a fairly high rate of unemployment. 

Some members of the Board of Governors of the Federal Reserve System, some 
members of the Council of Economic Advisers, and some private economists 
have proposed that tight credit policies be used to create the amount of unem- 
ployment necessary to keep wages from rising faster than productivity and to 
keep the price level steady. The amount of unemployment needed would vary 
with the phase of the business cycle, the vigor of foreign competition and the 
year-to-year fluctuation in the size of crops, but recent experience indicates that 
an unemployment rate of 5 to 8 percent would be required. 

Fostering unemployment in order to keep wages from outrunning productivity, 
however. would mean retarding the growth of the economy. Hence the conflict 
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between maximum growth and stable prices is real—the community must decide 
which it prefers. There is little doubt which way the decision will go because 
the loss to the community from a retarded rate of growth would increase at 
a@ compound rate and would soon become intolerably burdensome. Suppose 
that the economy, which is capable of increasing its productive capacity at the 
rate of 4 percent a year, were held to a growth of only 2 percent a year in order 
to keep the price level steady. At the end of 10 years the economy would have 
a productive capacity more than 26 percentage points less than it would have 
had at the greater rate of growth. 

What about the long run effects of creeping inflation? Would not creeping 
inflation bring frequent recessions, so that in the long run more real growth 
would be achieved under a stable price level? There is no doubt that rapid 
growth entails the risk of recession, but the occasional recessions that accompany 
a high rate of growth need not be severe. Much progress has been made in 
building up resistance of the economy to contraction. The recession of 1958 
illustrates this progress. The drop in business investment and the liquidation 
of inventories were moderately severe, but personal income and retail sales 
remained remarkably steady. As a result, the recession was both mild and 
short. In view of the growing capacity of the economy to resist contraction, one 
must reject the view that a stable price level is a necessary condition to the maxi- 
mum rate of growth. 

Are not changes possible in our institutions, policies, or business practices 
that would enable us to avoid creeping inflation and at the same time realize 
our maximum growth potential? There are many changes that would diminish 
the tendency for prices to rise, but none of them would assure that unions would 
not push up wages faster than industry could raise output per man-hour in the 
strong sellers’ markets that would characterize a rapidly growing economy. 

The possibility of price and wage controls may be dismissed, partly because 
the people would not tolerate controls in time of peace and partly because controls 
are easily evaded by changing the quality of goods and by introducing substitute 
goods. Strong publie hostility to excessive union wage claims will have some 
effect on wages, but not much. Union members expect their officers to get all 
that they can for the members and would displace officers whom they suspected 
of failing to represent them faithfully. Union members, however, are not im- 
mune to public opinion, and strong publie hostility to excessive demands will tend 
to weaken by a small amount the upward pressure of unions on wages. 

What about the possibility of curbing the power of the trade unions by organi- 
zation on the part of employers, by depriving unions of some of their present 
privileges and immunities, or by imposing new restrictions on unions? More 
organization among employers would help, but too much should not be expected 
from it. The employers are organized for dealing with unions in the steel in- 
dustry, the coal industry, the railroad industry, and at the local level in many of 
the building trades, but in none of these industries have employers been able to 
prevent wages from outrunning output per man-hour. 

Depriving unions of some of their present extraordinary privileges, such as 
the use of coercive picketing to force people to join or the conscription of neu- 
trals in labor disputes, would remove some glaring injustices, but would have 
little effect upon the bargaining power of most unions. Breaking up some of the 
large unions, as has been suggested by George Romney and others, would have 
consequences that are hard to predict. Unions would lose some of their present 
ability to support strikes by some members while other members work and pay 
special assessments into a strike fund. Nevertheless, the new unions might 
drive hard bargains. There would be rivalries among them and each would 
have a strong desire to make a good showing. 

Thus, if there were three or four unions in the automobile industry, each 
might feel a strong urge to make a better settlement than any of the others. 
Hence, breaking up the unions might increase their militancy and make reason« 
able settlements with them more difficult. 

But whatever the possible results of the breaking up of unions, that step is not 
going to be taken. The American workers want their unions, and any effort to 
destroy or seriously weaken organ’zed labor would cause the workers to rally to 
the support of the unions and make them stronger and more aggressive than 
ever. 

The most promising methods of checking the tendency of raising labor costs to 
Push up prices are new methods of management that enlist the ingenuity and 
imagination of the men at the machines and benches in reducing the ratio of 
labor costs to income from sales. Experience in more than a score of plants 
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shows that amazing things begin to happen when workers share in a plantwide 
bonus, based upon their success in narrowing the ratio of labor costs to income 
from sales, and are given good opportunities to discuss their ideas regularly 
with management. The common interest that everyone in the plant has in 
reducing labor costs produces an almost startling degree of teamwork and 
cooperation. 

The new methods of management were introduced a few years ago by the late 
Joseph Scanlon, and his work is being carried out by his followers. But a gen- 
eration or more will probably be required to spread the new methods throughout 
industry and adapt them to enterprises of various sizes and kinds. Eventually 
American industry will drastically modify its methods of handling labor and 
draw on the great capacity of rank and file workers to contribute to improve- 
ments in technology. 

The new methods of management may or may not be adeqaute to prevent 
wages from outrunning productivity, but they hold more promise for checking 
rising labor costs than any device that has yet been developed. 

If a generation or so will be required for new methods of management to 
eheck the rise in labor costs, what will happen in the meantime? Fears that the 
United States will be priced out of world markets are farfetched. Prices in 
most other important industrial countries have been rising in recent years even 
faster than in the United States. Between 1950 and 1957, for example, the 
increase in the index of wholeesale prices in Britain was more than twice as 
large as in the United States. In Sweden and Norway it was more than three 
times as large, in France almost three times as large, in West Germany almost 
twice as large, in Austria four times as large. 

No one knows, of course, whether prices in other industrial countries will 
continue to rise faster than in the United States. Since the principal industrial 
countries are in competition with one another and since they all are more or less 
subject to the same influences (such as powerful trade unions and an insistent 
popular demand for social services that precludes important reductions in 
taxes), all of the industrial countries are likely to experience about the same 
movement of the price level. 

The competitive position of the United States is very strong, especially in 
manufacturing. This is indicated by the fact that our exports of finished manu- 
factures are nearly three times as large as our imports. But if important in- 
dustrial countries were to succeed in underselling us on a broad scale, that would 
not be a calamity for us. On the contrary, it would help us check inflation by 
stiffening the resistance of American employers to union demands and by en- 
couraging employers to cut prices. 

Also ill-founded are fears that creeping inflation will precipitate a flight from 
the dollar and that creeping inflation will sooner or later become a gallop. 
Every country in Europe has had creeping inflation during the past 10 years. 
The idea has become pretty well accepted that a continued drop in the purchas- 
ing power of money is to be expected. And yet in virtually all countries the 
rise in prices between 1953 and 1957 was considerably less than in the period 
1948 to 1953. 

As for a general flight from the dollar, the practical question arises: “Where 
is the money to go?” Other currencies have limited attractiveness because 
almost any country one might name has economic and political problems as 
formidable as those confronting the United States. Flight into commodities is 
not satisfactory because the future price of each commodity depends upon 
specific market conditions (supply, demand, competition of substitutes) far 
more than on what happens to the general price level. Some shifting of invest- 
ment is bound to occur and already has occurred, but the process tends to limit 
itself. 

For example, if the price level is expected to rise 2 percent a year, a good bond 
yielding nominally 5 percent has a true yield of 3 percent. Such a bond may be 
as attractive as a stock that has been bid up so that it yields only 2.5 percent. 

Our conclusion is that there is no immediate prospect that conflict can be 
avoided in advanced industrial countries between the desire for the maximum 
possible economic growth on the one hand and a stable price level on the other 
hand. This conflict is created by the rise of the relatively new institution 
of collective bargaining which is too well established and produces too many 
important benefits to be disturbed simply because it produces creeping inflation. 

But the prospect that we shall be living under creeping inflation does call for 
various commonsense adaptations and adjustments. Efforts should be made to 
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speed the adoption of new methods of management that automatically reward 
workers for helping reduce the ratio of labor costs to sales income. Peusion 
plans, including the Federal old-age and survivors insurance plan, should be 
adapted to creeping inflation. This means that they should either be fitted with 
escalator clauses or revised every now and then to compensate for the rise in 
the price level, 

People should review their investment policies and should not hold long-term 
bonds or other long-term fixed-income investments unless the yield is sufficient 
to compensate them for the probable annual loss in purchasing power. Long- 
term wage contracts should contain escalator clauses. But, in general, people 
should realize that living under creeping inflation in the future will not be 
essentially different from living under creeping inflation in the past—in fact, 
prices will probably rise considerably less in the next 10 years than in the past 10. 

Most important of all, people should realize that the alternative to creeping 
inflation is a fairly substantial amount of chronic unemployment. The problems 
of creeping inflation are a smail price to pay for avoiding the much greater 
problems of unemployment and a rate of growth that fall far short of our 
potential. 
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[From Congressional Record, Mar. 11, 1959) 






INFLATION 






Mr. WiLey. Mr. President, the Senate Antitrust Subcommittee has been hold- 
ing hearings for some time to try to discover why we have inflation. 

On the one hand, some witnesses say that our inflation has been due to greater 
demand than supply. 

Other witnesses have asserted that the inflation since the war has resulted 
from decisions by labor leaders and business leaders to raise prices. The testi- 
mony is further that these price-rise decisions have occurred in industries 
where they have so-called administered prices. Administered prices seem to be 
prices which can be raised or lowered by decisions of business or labor leaders 
and which last for a certain length of time without being affected by the 
market. 

If this is so, it means that consumers are so anxious to buy the products of 
these industries and the industries are so strong, that the labor leaders and the 
business leaders in the industry have a wide discretion as to what price they 
shall establish for their product. 


















COLLECTIVE BARGAINING SESSIONS 







Naturally, the price of the product depends a lot on the cost of the labor 
that goes into the product. 

In these big industries, the cost of the labor is agreed upon periodically in col- 
lective bargaining sessions between management leaders and labor leaders. 

There is representation of the management side, and of the labor side, at 
these meetings. The agreed wage increases—which will result in price in- 
creases—adversely affect the consuming public. But the consumer is not repre- 
sented at these wage bargaining sessions. 

I should like to raise the question whether there is some way in which the 
consumer can be represented in collective bargaining sessions. 
















CONSUMER REPRESENTATION 





Could the Government—without any thought of Government dictatorship—be 
authorized and directed by the Congress to have a consumer representative 
of great ability and wisdom present at collective bargaining sessions? His job 
could be to let the public in on what is going on during collective bargaining, 
and, to express without power to decide what the consumer's interest appears to 
be. 

Perhaps, in this way, the consumers could throw a little light into the collec- 
tive bargaining sessions. 

As things have gone, it appears that collective-bargaining sessions have a big 
part to play in the inflationary spiral. Wages are raised and prices are raised 
and, though it may be argued which one comes first, that is like the argument of 
which comes first, the chicken or the egg. But the result is that we have both, the 
chicken and the egg, and that we also—over the years—have inflation. 

Here is something to cause one to think twice—a list of pending bills which 
if enacted, would cost $190-odd bilions. I ask that the list be printed in the 
Record. 

There being no objection, the list was ordered to be printed in the Record, as 
follows: 













ESTIMATED Cost OF REVENUE Loss IF SELECTED BILLS WERE ENACTED 





1. 8. 722. Douglas and others: Area Redevelopment Act, $400 million. 
2. H.R. 2357. Rains: Housing Act (as reported by committee), $1.6 billion 
through 1963,°$6.1 billion in total cost, including $3.7 billion for public housing 
over 40 years. 

38. S. 2, Murray: School Support Act, $15 to $16.2 billion for 5 years. 

4. H.R. 22, Metcalf; 5. 8. 1087, Humphrey: Student Aid Act, $966 million for 
5 years. 

6. H.R. 1031, Multer: Emergency program of grants for public works, $2.5 
billion appropriation authorization. 

7. H.R. 1030, Multer: Community facilities and public works, $2.5 billion 
public debt authorization. 
8. H.R. 77, Patman: Old-age pensions for all over 65, $66 billion for 5 years. 
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9. S. 791, Kennedy: Unemployment reinsurance grants, $1 to $2 billion for 5 
years. 


10. H.R. 102, Hogan: Pensions for World War I veterans, $9 to $10 billion 
for 5 years. 

11. H.R. 208, Morrison: Federal employees’ health insurance, $1.2 billion for 
5 years. 

12. H.R. 310, Abernethy: Increase individual income tax exemption to $1,000, 
$50 billion revenue loss in 5 years. 

13. S. 881, Morse: Social security health insurance, $6.1 billion for 5 years. 

14. S. 1, Monroney : Airports grants, $565 million for 5 years. 

15. H.R. 1301, McGovern: Farm income, $36.5 billion for 5 years. 

Total, $193.3 to $196.5 billion. 


Marcu 11, 1959. 
Srarr MEMORANDUM 


To: Paul Rand Dixon, counsel and staff director. 

From: John M. Blair, chief economist, and Walter S. Measday, economist. 

Subject: Technical comments on appendix A of the statement presented by 
Dr. Simon Whitney, Federal Trade Commission, before the Subcommittee 
on Antitrust and Monopoly, March 11, 1959. 

In appendix A to his statement, Dr. Whitney endeavors to show that corporate 
profits have exhibited a declining trend relative to the total income of the 
American economy and, conversely, that employee compensation has tended 
to account for a rising portion of total income over the years. Dr. Whitney 
makes three broad points in support of his position. Some comments on the 
nature of the data presented in each of these points are made below. 


(1) Dr. Whitney's conclusion that manufacturing profits, after tares, have been 
falling both in terms of percentages of sales and as returns on stockholders’ 
equity since 1947 

Dr. Whitney’s table XIV shows FTC quarterly and annual averages of manu- 
facturing profits, after taxes, as percentages of sales and of stockholders’ equity. 
These are summarized by 3-year simple averages, upon which Dr. Whitney relies 
as evidence for the point made in his text. The use of the 3-year averages is 
questionable, as is any comparison of the earlier years of tha period with the 
later ones. 

The period 1947-49 is heavily weighted by the postwar inflation of 1947 and 
1948. In addition, profits after taxes were cushioned by removal of the excess 
profits tax and the utilization of wartime tax credits. ‘Thus the average return 
of 6.5 percent after taxes on sales and 14.5 percent on equity gives a rather dis- 
torted picture to use as the starting point for examination of a “trend”. 

The average profits of 5.4 percent on sales and 12.6 percent on equity shown for 
1950-52 portray a situation in which the averages for 2 years of reasonably good 
business are pulled sharply upward by the 1950 boom. It may be remembered 
that the outbreak of war in Korea led to a rush by consumers to secure goods 
before anticipated wartime shortages appeared and a simultaneous sharp rise 
in prices by manufacturers, again in anticiption of possible price controls. 

The situation in each of the periods 1953-55 and 1956-58 was in marked con- 
trast to 1950-52. In each of the latter cases, the averages for 2 years of good 
business were pulled downward by a year of recession (1954 in one case and 
1958 in the other). In short, the natures of the years averaged by Dr. Whitney 
for his 3-year periods are such as to tend to produce the conclusion arrived at 
by Dr. Whitney. 

A study of the annual averages, themselves, produces somewhat different 
conclusions. In 8 of the 4 years from 1947 to 1950, rates of return were excep- 
tionally high, for reasons stated above (a classic “demand-pull” inflation and 
the corporate tax situation). From 1951 through 1957 and over the latter half 
of 1958 it appears that the rates of return on both sales and equity have shown 
remarkable stability. 

It is questionable whether any valid conclusion as to a “downward trend” of 
rates of return in manufacturing can be supported by comparing 8 years of 
relatively stable rates of return (at the very least, 8 years in which there is no 
discernible trend either up or down) with the period 1947-50, over which rates 
of return were unusually, if not abnormally, high. 
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(2) Dr. Whitney’s conclusion that the proportion of national income represented 
by employee compensation has been rising over time, while the proportion 
represented by corporate profits after taxes has been falling 

In support of his position, Dr. Whitney offers table XV, which shows compen- 
sation of employees, corporate profits (before taxes, but after inventory valuation 
adjustments) and corporate profits after taxes as percentages of national income, 
for the years 1929, 1941, and 1946-58. 

Over the full period 1929-58, employee compensation rose from 58.2 percent of 
national income to 70.6 percent. More than half of this increase, however, is 
the result of the expansion of military and civilian governmental employment 
(which accounted for 5.7 percent of national income in 1929 and 11.7 percent in 
1957). For Dr. Whitney’s purposes it is more meaningful to consider only em- 
ployee compensation in the private economy, which rose from 52.5 percent of 
national income in 1929 to about 58 percent in 1958. And, as Dr. Whitney 
recognizes, it is probable that much of this rise is in the nature of a residual 
increase resulting from a shift of the labor force from self-employment (par- 
ticularly in agriculture and small business) to the employee status. 

Dr. Whitney’s primary interest is in the period 1946-58. There are several 
reasons for avoiding 1946 as a basis for discussing a trend of this sort. Wage 
and salary rates were just starting to move up, after several years of the World 
War II “freeze.” Private employee compensation in 1945, in fact, was well below 
half of national income, and eyen the wage increases which did occur in 1946 did 
not bring private employee compensation back to prewar levels (e. g. the 54.3 
percent of national income which existed in 1941, described by Dr. Whitney as 
“the one year of real prosperity between 1929 and the war’). 

Thus, it appears more reasonable to examine the trend in employee compensa- 
tion in the private economy from 1947 to 1958 than to begin with 1946. From 
1947 to 1958, private employee compensation rose as a percentage of national 
income from 55.5 percent to 58 percent. This can hardly be viewed as proof 
positive of some sort of “labor push.” It could very easily have occurred as a 
result of the residual effect referred to above. The percentage of national income 
going to farmers and to unincorporated business and professional firms fell 
during the same period from 18 percent to 12.3 percent. Incidentally, it may be 
noted that interest income in the economy (excluding Government interest, which 
is treated as a transfer payment) has also risen since 1947, nearly doubling 
from 1.9 percent of 1947’s national income to 3.7 percent of 1958’s much larger 
national income. . 

As Dr. Whitney states, there have been no clear trend in corporate profits 
before tax (but after inventory valuation adjustments) since 1946 or 1947. It 
is evident from his presentation, however, that the corporate profit component in 
the 1947-58 period represented a higher percentage of national income than the 
11.5 percent of 1929 in every year except for the 2 recession years of 1954 (11.2 
percent) and 1958 (10.1 percent). Even in these 2 years of poor business, the 
percentage of national income represented by corporate profits was only slightly 
below the 1929 percentage. 

On the other hand, Dr. Whitney finds clear evidence of a downward trend since 
World War II in corporate profits after taxes as a percentage of national income. 
As shown earlier in this memorandum, the immediate postwar years are a ques- 
tionable basis from which to measure any trend in corporate profits after taxes. 
More important, however, is that it is conceptually invalid to express corporate 
profits after tax as a percentage of national income. The Department of Com- 
merce reports corporate profits after taxes with no allowance for inventory 
valuation adjustments, although such adjustments are made in the corporate 
profit component of the national income series. The magnitude of these adjust- 
ments—made to eliminate pure inventory profits and losses from both national 
income and its corporate profit component—are extremely important to any 
measure of corporate business share of national income. In 1946 corporate 
profits before taxes and national income were deflated by $5.3 billion to elimi- 
nate inventory inflation changes. In 1947 the deflation was $5.9 billion, and in 
1950, $5 billion. Again in 1956 (which in Dr. Whitney’s presentation shows a 
relatively high percentage for corporate profits after taxes) the inventory valu- 
ation adjustment was —$2.6 billion. In contrast, the adjustment in 1958 was 
only —$0.2 billion. 

The statistical problem of handling the corporate income tax liability com- 
ponent in any way by which inventory valuation adjustments could also be 
reflected in after-tax profits makes it impossible to report corporate profits after 
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tax in a manner which permits meaningful comparisons either to national income 
or to the corporate profit component of national income. It is clear, however, 
that if corporate profits after tax could be revised to reflect the inventory valua- 
tion adjustments made in the broader series, Dr, Whitney’s “downward trend” 
since the late 1940’s would disappear. 


(3) Dr. Whitney’s conclusion that the proportion of nonofficer employees’ income 
originating in the corporate sector of the economy has been increasing rela- 
tive to corporate profits after tawes 


In support of his conclusion, Dr. Whitney presents the data (table XVI) to 
develop two ratios of components of income originating in corporate business (1) 
the ratio of corporate profits and inventory valuation adjustment to the sum 
of corporate profits and nonofficer employees’ compensation, and (2) the ratio 
of corporate profits after taxes to the sum of corporate profits after taxes and 
nonofficer employees’ compensation. 

He finds no clear trend from 1946 to 1955 for the first ratio. From 1946 to 1950, 
corporate profits and inventory valuation adjustment averaged 25 percent of the 
sum of corporate profits and nonofficer employees’ compensation. In the period 
1951-55, the ratio was 23.6 percent. Use of the second ratio (based on profits 
after taxes) does provide a showing of a decline from 18 percent over the period 
1946-50 to 12.4 percent over the period 1951-55. 

It is difficult to determine what economic significance Dr. Whitney attaches 
to this point from his discussion in the text of appendix A and from his sup- 
porting table XVI. If Dr. Whitney is concerned about the distribution of income, 
then what has been said earlier about the inadvisability of using corporate profits 
after taxes in 1946-50 as the basis for comparisons with later years is obviously 
applicable with respect to this point. 

If, on the other hand, Dr. Whitney’s concern is with a possible relationship 
between the problem of price inflation and the division of corporate revenue 
among employees and profits, it becomes clear that his first ratio (based on 
corporate profits before taxes) is the applicable one. And as he himself states, 
it is impossible to discern any trend up or down in this ratio for the years 
1946-50. Indeed, the results for the postwar years appear to be of the same 
order of magnitude as the 1929 ratio between corporate profits before taxes and 
nonofficer employees’ compensation. 


FEDERAL TRADE COMMISSION, 
BUREAU OF ECONOMICS, 
Washington, March 23, 1959. 
Hon. Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly, 
Committve on the Judiciary, 
U.S. Senute, Washington, D.C. 


Dear SENATOR KEFAUVER: This is in response to your request at the March 


13 hearing for written comments on the statistics presented that day by Dr. 
Blair.’ 


I, PAPER ON “PRICE BEHAVIOR OF ADMINISTERED OR MARKET PRICE PRODUCTS IN THE 
CURRENT INFLATION” 


The section of this paper which I found especially valuable—evidently Dr. 
Blair’s own work—was in the later pages. By comparing prices of 16 products 
produced by concentrated industries with products operating under similar de- 
mand conditions but not so produced, he showed effectively that the former were 
less flexible generally, and have advanced faster in recent years. 

Does this mean that industrial concentration is the new economic force whose 
power to raise prices arbitrarily for the sake of larger profits accounts for the 
current wholesale price inflation? Before I can accept this proposition, I must 
see an explanation of the following facts which appear to me to lead to a dif- 
ferent conclusion. 


1The first draft of this letter was delivered Mar. 20. Revised pages are dated Mar. 23. 
2My couiments are personal, and do not purport to speak for the Federal Trade Commis- 
sion or its Bureau of Economics. 


35621—59—pt. 10 18 
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(1) We had a comparable degree of concentration in many large industries 
before the war—but without any such continuing advance in prices. This is 
definitely true as to steel and aluminum, which together account for 8 of the 
16 concentrated products analyzed. A ninth crude petroleum, is not concen- 
trated, its price being controlled through governmental power. Synthetic rubber 
is a new product. On the remaining six articles, your subcommittee’s report, 
“Concentration in American Industry” gives no prewar concentration data 
which might be used to show the trend, while I have seen nothing about their 
prewar price flexibility except a statement that rayon prices were stable as 
early as the 1920's.’ 

(2) The regular rounds of wage increases are a new influence which has ap- 
peared since the war. If these were merely used by the concentrated indus- 
tries as an excuse to lift prices more than enough to cover costs and keep the 
former ratio of profits to sales, the industries in question would show a rising 
profit margin. Few of them did so.‘ 

(3) Prior to the most recent years some of these concentrated industries had 
refrained from increasing prices as much as the traffic would bear. More re- 
eently as wages and other costs went on up, these industries believed that de- 
mand for their products was still strong enough to let them raise their prices. 
The unconcentrated industries had already raised prices as far as demand would 
permit. As I have understood him, this is similar to the view of Prof. J. K. Gal- 
braith. With his gift for phrasing, he said that “at any given time there will 
ordinarily be a quantum of what may be called unliquidated monopoly gains 
in the inflationary context.”° In other words, concentrated industries do not 
raise prices at once when demand expands. 

I concede that these prices did advance faster in recent years because of 
their concentration. But mention of this fact is incomplete without some 
reference to demand, costs, and the slowness of concentrated products in re- 
acting to increased demand. To avoid any misunderstanding of what I am 
saying, I did state twice in my paper, and strongly believe, that steel prices 
have advanced too far for the good of the country and the ultimate good of 
the industry.’ I also agree that more price flexibility is desirable, though 
many economic and other forces are working against it. But I am of the 
opinion voiced by Gardiner C. Means and Dr. Galbraith that dissolution of large 
corporations is not the way to achieve price flexibility or to control inflation. 
Nor do I see how price controls, or the suggested public hearings to be held 
when prices are increased, could stimulate price competition. In fact, the 
fear of not being able easily to increase ,prices again could be expected to 
discourage price reductions altogether. 


II, CRITIQUE OF MY APPENDIX A 


This critique discusses separately my three supporting tables. Before going 
further, I want to mention that appendix A was weak in one important respect 
not mentioned by Dr. Blair: the fact that it covered all industries rather than 
concentrated industries as such. Pages 51-53, which were written later, are 
more relevant to the main argument regarding concentrated industries. 


Table XIV 


This table began with 1947 because that is when the FTC-SEC series on 
profits first appeared. Dr. Blair points out that 1947 and 1948 are “heavily 
weighted by the postwar inflation,’ and 1950 by the Korean war boom. In 
attempting to reduce complexities in my statement, I did not analyze the 
particular circumstances of each year, but put the entire FTC-SEC series 
into the table for the subcommittee to make its own judgment. My own stated 
conclusion had been that the figures “show, if anything, a downward trend,” 


8 Jesse W. Markham, “Competition in the Rayon Industry,’ Harvard University Press, 
Cambridge, 1952, p. 196. 

* Whitney statement, p. 5026. See also footnote 14, where I criticize the hypothetical 
proposition that employers have no right to raise prices more than just enough to cover 


their additional dollar costs. This would gradually whittle down their share of the 
national income. 


5 Hearings on administered prices, pt. 1, p. 63. 

®Table XI of my statement indicates that the concentrated industries have raised wages 
the most in recent years. But it must be kept in mind that unions have had to modify 
their demands on industries whose profits are low or decreasing. 

7 Statement, pp. 5016, 5022. 
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and that “the 1955-57 figures, high as a group, were not out of line with those 
of any year before 1952.”° I did not lay weight on this downward trend which 
table XIV, “if anything,” showed. My sole purpose was to bring out that such 
an upward trend as would have supported the theory that wage increases have 
led to greater price advances, was not backed up by the figures for manufactur- 
ing as a whole. 

Dr. Blair has made a contribution by showing that careful analysis of each 
year undermines my introductory remark that “Appendix A indicates that 
profits, in other industries than steel, have tended to decrease in proportion to 
income produced.”* My words—‘“indicated,” chosen deliberately instead of 
the stronger “shows” which I used for appendix B, and “tended to decline,” 
preferred to a stronger phrasing analogous to “have risen faster’ also used 
for appendix B—were evidently still not weak enough for correct expression. 
A better statement as to table XIV and such trend as it may show would be that 
“profits as a percentage of sales for 1949-57, omitting 1950, ran as follows: 
5.8, 4.8, 4.8, 4.2, 4.5, 5.4, 5.2 and 4.8—from which figures an upward trend 
cannot be deducted.” I did use this sort of language on pages 51-53, when I 
was discussing the same point with specific industry illustrations. Alterna- 
tively, I might have classified these 8 years into those before and after Dr. 
Means’ administrative inflation began—which would have yielded 4.8 percent 
on sales for 1949 plus 1951-53, and 5 percent for 1954—57. 

Dr. Blair’s second criticism is that “the natures of the years averaged by Dr. 
Whitney for his 3-year periods are such as to tend to produce the conclusion 
arrived at by Dr. Whitney.” I think this criticism is too harsh. I had chosen 
3-year averages in hopes of eliminating meaningless annual ups and downs, and 
also because this made possible a comparison with 1947-49, which the Bureau 
of Labor Statistics uses as its postwar “normal.” Dr. Blair again makes the 
objection that 1947, 1948, and 1950 raised these earlier 3-year averages (1947-49 
and 1950-52) unduly high. He also points out that each of the later 3-year aver- 
ages, 1953-55 and 1956-58, was dragged down by a recession year. (This lump- 
ing of good and poor years together was what I intended, so as to eliminate the 
annual fluctuations.) If I had used 1949 plus 1951-52 as my base period, with 
its 1 recession year and 2 good years, and compared it with the similar periods, 
1953-55 and 1956-58, the three 3-year average ratios to sales would have been 
5, 4.6, and 5.1 percent, respectively. The figures thus adjusted show, as Dr. Blair 
says, “no discernible trend.” But they do show the absence of rising profit mar- 
gins that would have suggested primary responsibility for rising prices. 

Table XV 

(1) Corporate profits before taxves.—Dr. Blair prefers to consider the ratios 
of employee compensation and corporate profits to national income for 1947-58 
only, rather than to begin with 1929, 1941, or 1946. For 1947-58 the percentage 
of corporate profits before taxes in national income ran as follows: 11.9, 13.8, 
13, 14.7, 12.9, 12.2, 11.2, 13.1, 12.3, 11.5, and 10.1 percent (again no upward trend). 

Dr. Blair refines, and therefore improves, the approach of table XV by intro- 
ducing the “private economy” concept, excluding governmental and foreign- 
derived income payments. He mentions that from 1947 to 1958, private em- 
ployee compensation increased only from 55.5 to 58 percent of the national in- 
come, which could easily have been a mere consequence of the movement of indi- 
viduals out of farming and small business, the sum of whose shares decreased 
from 18 to 12.3 percent.” To use the full breakdown of the income shares in the 


8 Ibid., p. 5029. 

*Ibid., p. 5024. 

“Dr. Blair himself here compares private compensation with national income. My 
table A will be for the private economy only—omitting Government itself, Government 
enterprises, and foreign-derived income. 
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private economy as tabulated by the Department of Commerce, one must be 
eontent with 1957 instead of 1958: 


Tas_e A.—Division of income originating in the private economy 


Percent 


Compensation of employees 
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Independent business income and inventory valuation adjustment 
Corporate profits and inventory valuation adjustment 
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Total national income 
Corporate profits after taxes 
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Source: Calculated from Department of Commerce data, 


I find it impossible to decide how much of the increased compensation of em- 
ployees resulted from a shift of farmers and other independently employed 
persons into the ranks of employees, and how much from changes in the relative 
rewards of the various groups per capita or per unit of product. But it is clear 
that at least the share of corporation owners in the rewards of the private econ- 
omy did not increase during this span of years. (In 1958, as table XV shows, 
the share of corporate profits was reduced further. ) 

Dr. Blair mentions that in all but 2 postwar years corporate profits before taxes 
have been higher than in 1929. ‘This is a phenomenon which I have long sup- 
posed was the consequence of the increased corporation income tax we have 
had since 1940. If the tax had forced down, or even threatened to force down, 
the rate of profits of enough firms so far as to discourage the necessary capital 
investment, market forces would cause the pretax rate of profits to increase 
Lut I do not know of any way to prove or disprove this. 

(2) Corporate profits after tares.—Since Dr. Blair approves the full 1947-58 
period for employee compensation, I’ll list here the consecutive annual percents 
which corporate profits after taxes were of employee compensation plus cor- 
porate profits after taxes: 12.4, 12.8, 10.2, 12.3, 9.9, 8.1, 8, 7.5, 9.3, 8.7, 7.9, and 6.5, 
This looks like a downward trend. If we omit 1947, 1948, and 1950 as in 
table XIV, and round off each number to the nearest half point, the series 
becomes: 10, 10, 8, 8, 744, 9%, 8%, 8, and 6%. It could be argued that the 
downtrend is still there (the 3-year averages are 9.4, 8.8, and 7.7). 

I asked a leading authority on the national income statistics at the Depart- 
ment of Commerce: “Do you have an opinion as to the trend of corporate profits 
compared to employee compensation in recent years?” He replied: “Yes, 
profits have been in a downward trend over several years. I think this reflects 
in part a greater advance in wage rates than in productivity, and failure of 
prices to advance far enough to maintain the former ratio of profits to payrolls.” 

Dr. Blair concludes his comments as follows: “It is clear, however, that if 
corporate profits after tax could be revised to reflect the inventory valuation ad- 
justment made in the broader series, Dr. Whitney’s ‘downward trend’ since the 
late 1940’s would disappear.” 

To test this statement, I have adjusted corporate profits after taxes for in- 
ventory valuation adjustment by two methods. Column 1 of table B shows 
the original series. Column 2 shows it after the total dollar amount of inventory 
valuation adjustment is added or subtracted. Column 3 adjusts the original 
series by that percent of inventory valuation adjustment which net profits after 
taxes are of profits before taxes. The expert at the Department of Commerce 
agreed with me that, although neither of these methods would be an accurate 
one to use in measuring the division of the national income, they are suitable 
for testing the validity of Dr. Blair’s comment. 
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Table B starts with 1948, because my “apparent downtrend in corporate 
profits after taxes” did not get underway until 1949. 


TABLE B.—Share of corporate net profits in the national income 


[Percent] 


With inventory 
valuation 
Without With inventory} adjustment 
inventory valuation divided pro- 
valuation adjustment portionally 
adjustment in dcllars between net 
profits and 
income taxes 
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Source: Calculated from Department of Commerce data. 


It seems clear that the downward trend prevails no matter which of the three 
bases is used. From 1948 the series without inventory valuation adjustment 
shows the greatest decline in 3 of the 4 years, but not by very much. From 1949 
it Shows the least decline in all 4 years. 


Table XVI 


Dr. Blair’s criticism of table XVI can be summarized under two headings: 
(1) In allocating shares of responsibility for price inflation among wages and 
profits, I should use only profits before taxes, and (2) the previous criticism 
of the inclusion of the exceptionally profitable years, 1947, 1948, and 1950, in my 
“base period” applies here too. 

(1) My view of the rising cost picture is that labor costs have been the princi- 
pal element, and taxes probably second. I am glad to adopt Dr. Blair’s position 
that as between employees and corporations the responsibility for inflation 
should be allocated on the basis of profits before and not after taxes. I hope he 
will go along with me further, and agree that the corporation share then be 
considered as being divided between the U.S. Treasury and the stockholders. 
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(2) Following is a comparison between certain years that meet his specifica- 


tions: 
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TABLE C.—Shares of employees, stockholders, and the Treasury in-income 


ei ES 
1952... 
1955 

1957 1... 


1949 and 1951-52. ..--..-------- 


2_ FF 


originating in corporate business 


[Percent] 





Corporate 

Employees profits and Corporate Inventory 
except inventory | income taxes valuation Stockholders 
officers valuation adjustment 

adjustment | 


74.7 | 
75.7 | 
76.5 | 
77.6 | 
74.4 | 
77.7 


75.2 


DG tn berstnitnds Screwenteecudl 77.7 | 


1 Preliminary. 


Source: Whitney statement. of Mar. 13, table XVI (1946-55 annual figures for the 1st 2 eolumns) and 
Department of Commerce data. 


All three of these comparisons, beginning respectively with the first year Dr. 
Blair would accept, the first 3-year period he would accept, and all the years 
prior to the “administrative inflation,” show gains in the shares of employees, 
and declines in those of corporations and (except between 1952 and 1955) of 
stockholders. The main decrease in the share of stockholders occurred, as a 
matter of fact, in 1951 and 1952. It evidently resulted from the higher corpo- 
rate income tax established as a consequence of the Korean war. 

It is hard for me to grasp why it is that, in a period when net profits are lower 
than in the past compared to payrolls and taxes, the claim should be pushed so 
hard that profits are the cause of inflation. Where is the statistical evidence? 
It was not in Dr. Means’ paper or in Dr. Blair’s comments on my paper. 


Summary on appendix A 


After making the adjustments asked by Dr. Blair, tables XV and XVI (al- 
though not table XI\) still show the same downward trend in profits compared 
to employees’ compensation (since 1949). Dr. Blair is right that the years are 
too few to establish a reliable trend. On the other hand I am apparently right 
in saying that there is no upward trend such as would be required to support 
the theory of an inflation caused by increasing profit margins generally. On 
the failure of margins of most concentrated industries to increase, see pp. 51-53 
of my statement. 

III. THE TABLES INTRODUCED BY DR. BLAIR 


Exhibit 2. Finished steel: Cost of steel price increases since second half of 1955 


Dr. Blair’s statistics in this table indicate an increased value of shipments by 
the steel industry amounting to $5,165 million for the 214-year period beginning 
July 1955, as a result of price increases. I am glad to have these figures. So 
as not to underestimate the contribution of steel to the gross national product, 
I used the total output of the iron and steel industry—which in 1957, for instance 
came to $15.5 billion as against Dr. Blair’s estimate here of $11.4 billion. I am 
not quarreling with his preference for using steel alone. This will involve re- 
vising downward my estimate of the contribution of steel from 3.5 percent to 
2.5 percent. 

This is a good place to say that I am in real doubt as to how much weight to 
give to the pyramiding of steel prices or to the psychological importance of the 
price of steel as the “bellwether” of the industrial price system. Footnote 8 of 
my paper indicates that I agree that steel prices may have short-run psycholog- 
ical importance, as do steel wage contracts; but that I doubted whether this 
factor could amount in the long run to very much more than the ratio of the 
dollar value of steel to the gross national product. The significance I attched to 
this 3.5 percent ratio was blown up too far by the opinion of some newspaper 
reporters that this was my most important item of statistics. In short, I am 
open-minded on the question of psychology. 
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I was impressed with the statements by a tractor manufacturer and by 
Prof. Gardner Ackley quoted by Dr. Blair at the hearing. However, I will 
need much explanation before I will grant that increased margins will actually 
cause a $6 price increase in steel to fan out until it becomes anything close to 
$97 to the consumer. Although I am more sympathetic to this point of view 
than I was before the hearing, I have not had a chance either to think it out, to. 
talk it out with any one, or to read about it, since the hearing. I would raise at 
least three queries in any discussion of the subject: 

(1) If steel prices are pyramided by markup pricing and by psychology, why 
did new car prices advance only 14 percent and appliance prices actually decline, 
while steel prices were increasing 35 percent from 1953 to 1958?" If the answer 
is that there is a timelag, then what about the effect of the steel price increases 
before 1953—for instance, the 7.9 percent increase between 1952 and 19538 followed 
by about 2 years of stable wholesale prices? The increases in steel mill product 
prices and in the wholesale price index exclusive of farm products and foods 
were as follows, from 1949 just before the next-to-the-last wholesale price in- 
flation began, down to 1958, when the latest one reached its present figure: 


Table D. Correlation of steel and other wholesale prices 


(Percent increase) 


Steel mill products Wholesale prices. except 
farm products and foods 





Cumulative Cumulative 
Year from 1947 to | Year from 1947 to 
1949 1949 


1949 to 1950 





. 5.3 15.7 3.7 5.0 
1950 to 1951_ > wn - 7.9 24.8 10.4 15.9 
1951 to 1952__ 2.2 27.5 2.3 13.2 
1952 to 1953__._- itl debeldiitenadebtele 7.9 37.6 on 14.0 
1953 to 1954 4.5 43.8 4 14.6 
1954 to 1955 _._- 4.8 50.7 2.2 17.0 
1955 to 1956._.__._. 8.3 63. 2 4.4 22.2 
SE Occcditinbutiioakbscaeabbacatdiathiaale 9.6 78.8 2.8 26.6 
1957 to 1958. 3.5 85.1 3 26.0 






Source: Bureau of Labor Statistics. 


The continuing increase in steel prices at a greater rate than other prices is 
apparent—the sudden price boom of 1950-51 being the only exception. It looks 
as though the rise in steel prices has been more often absorbed than pyramided. 

(2) If steel prices are pyramided, what about other crests of production? 
Many distributors arrive at selling prices by marking up their cost of goods 
sold by a specific percentage, which means that the labor and transportation 
charges embodied in goods purchased, and of course the price of many other 
articles than steel, are all pyramided. I believe many fabricators figure their 
direct material and labor costs, add a “load” factor to approximate overhead 
costs, and then sell at a pereentoge markup over this total. In other words, 
direct labor and even overhead costs are pyramided. How are we to distinguish 
Steel as being dominant? Is not labor, for example, a more omnipresent cost 
than steel? 

(8) This markup policy would presumably give fabricators and dealers a 
larger gross profit as their costs increase. The firm that once bought steel 
at $120 and marked it up by $90 might now be buying steel at $160 and marking 
it up by $120. Where has the extra $30 gone? Do these swollen profits of 
fabricators and dealers appear anywhere in the statistics? Perhaps, market 
demand being important still, many fabricators and dealers have had to “stay 
competitive” despite their would-be markups. This could explain why so much 
of the steel price increase has apparently been absorbed before reaching the 
consumer. The steel price advances may have resulted in a real squeeze on 
middlemen, though less so on the consumer. 


_ 


"Thid., table IT. 
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It seems to me that we have far too little factual or theoretical knowledge 
to take firm positions on the markup and pyramiding issues.” Although this 
applies to the question of the psychological importance of steef also, I will 
go along that it is more important than many other commodities, as long ag 
no one urges me, therefore, to attack the steel problem and to assume that this 
will solve the general problem. I do not believe that this type of psychological 
factor is as important as all that. 


Exhibit 3. Major commodity groups and finished steel: Percent changes in 
wholesale prices to 1950 


Dr. Blair’s purpose in introducing this table was apparently to rebut a state 
ment in my paper: “Why, then, have prices since the war shown this new 
tendency to keep moving upward?’ This sentence of mine was intended to 
refer to all prices which have shown a rising trend since the war, even though 
further down the page I reverted to the usual illustration of steel. I am sorry 
I left the impression that I thought steel prices had merely moved upward in 
pace with other prices. I relied on the passages on pp. 4, 5, 6, 23, 25, and 29 
itself to let the reader know I recognized steel prices were out in front, but 
evidently should have made this fact more explicit. Even trained newspaper 
reporters failed to catch it. 

The “addition” to my paper, which was written after I gave Dr. Blair the 
copy he worked on, followed the example of Dr. Means’ March 10 testimony 
in using 1926-29 as a base.* It found a greater rise in steel prices (186.2 
percent) than that shown by Dr. Blair (164.6 percent) from his first base year, 
1929. Dr. Blair adds 1947, 1953, and 1956 as base years, and compares all the 
other wholesale price groups with steel. It should help to have these compari- 
sons in the record. 


Exhibit 4. United States Steel Corp. shipments of finished steel per employee: 
4th quarter 1957 and 4th quarter 1958 


I was interested to learn from this table the exact extent to which employee 
productivity had increased in this period. My own statement had merely 
pointed out the 3.9-percent increase in man-hour productivity between the aver- 
age of the year 1958 and its last quarter, as.well as the probability that pro- 
ductivity may have already reached an all-time record.” It is thus clear that 
I believed that the long-term rising trend of productivity in steel is still under- 
way. Dr. Blair’s phrasing—that productivity is higher now than in earlier 
periods when operations were at the same rate—may be more precise, but comes 
to the same thing. 

Dr. Blair writes: “Because operating rates for the other quarters of 1958 are 
not equivalent to the same quarters of 1957, this is the only direct productivity 
comparison between the 2 years that can be made.” I accept this principle 
fully, but I think that Dr. Means played tricks with it in his proof that labor 
costs hardly advanced in 1957. Having assumed that there would be a sus- 
tained rate of operations, he could also assume that productivity would 
advance. 

Dr. Means also derived his trends from too few years. His 4.3 percent gain 
for production workers in steel, and 3.7 percent for all factory workers, were 
based on 1953-55 and 1953-56, respectively. But: (1) The BLS steel study 
gives 2.9 percent as the rate of increase for 1947-55 (with operations equal) 
and 2.8 percent for 1939-55 (with operations increasing). (2) The Joint Eco- 
nomic Committee series he used for factory workers has been revised to show 
only a 2.8 percent increase for 1947-56, and even the original series showed only 
2.9 and 2.4 percent gains, respectively, for 1942-56 and 1929-56 (3 years of low 
unemployment). Between 1947-49 and 1957 the rate of productivity gain was 
only 2.8 percent.” 


12'Thus we cannot be sure to what extent it was the increased price of steel that caused 

the advance in tractor prices, and to what extent steel was merely being made a scapegoat 

because it is so generally talked about. The danger of misunderstanding when eyes are 

fixed on one part of the picture only is illustrated by the way Dr. Means’ remark that, 
0 


without the rise in administered price groups, the wholesale price index would have in- 
creased less than 1 percent (statement of Jan. 24, p. 6), was transmuted by Dr. Eugene 
Havas into the price of steel causing all but 1 percent of the increase (p. 5077). This 
“Se 7 that it was the price of steel that forced up newsprint, cigarettes, and whisky. 
> 
. 5024. 

4 Thid., pp. 5025-26. 

45 Tbid., table V and footnote 17. 

16 Steel rates stated in Bureau of Labor Statistics, ““Man-Hours Per Unit of Output in 
the Basic Steel Industry,” 1939-55, pp. 1 and 6; all manufacturing from Joint Economic 
Committee staff “Productivity, Prices, and Incomes,” pp. 87, 89, and committee press 
release, Feb. 9, 1959, p. 1. 
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I object also to Dr. Means’ inference that industry should absorb higher 
labor costs based on expected 1-year productivity gains, without reference to the 
past history of wage increases (or, as just explained, to the long-term pro- 
ductivity trend). As background for his demand that the industry absorb 1957 
wage increases equal to the expected productivity gain, let us notice that the 
BLS productivity series for steel had advanced 27.7 percent for 1947-57 whereas 
hourly gross earnings in steel had advanced 100.1 percent.” 


Evhibit 5. United States Steel Corp.: Net profits (after taxes) per ton of finished 
steel shipments and operating rate, by quarters 1953-58 


I am glad to have this addition to the evidence. The difficulty I had in fram- 
ing understandably the simpler concepts I used—actual profits and their 
components—makes me feel that, had I attempted an analysis on the basis of 
“what the profit ratio would be in each recent period as compared to the ratio 
in past periods at the same or a closely similar operating rate,” I would have 
failed even more completely. If Dr. Blair’s analysis was absorbed by everyone, 
that is so much to the good. 

His figures show that United States Steel has been earning an increasing 
number of dollars per ton in recent years compared to earlier years, at closely 
similar operating rates. I hope that footnote 24 and appendix C of my state- 
ment made it clear that I recognized how fast United States Steel’s profit per 
ton was increasing. If not, the following comparison with the industry’s profit 
margin will make it clear: 


Table BH. Profit margins in steel before income taves 


[Percent of sales] 


Tron and 
steel in- 





_ 
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Source: United States Steel annual reports; Whitney statement, table LX. 


It appears that United States Steel’s profit margin exceeded that of the industry 
in 1949, went ahead again in 1953, and has stayed ahead. Both United States 
Steel and the industry show a trend toward higher profits after 1955. As I 
have mentioned, a definite aim of the industry’s investment program was to reduce 
costs and raise the rate of profit.” 

Tables III and 5 together reveal further the degree to which the industry 
as a whole has lagged behind United States Steel in improving its profit per ton. 
Thus, comparing the average for 1953-54, when the industry’s operating rate 
averaged 82.95 percent, with 1957, when it had advanced to 84.5 percent, we find 
that net profit per ton increased from $9.28 to $14.87, or by 60.2 percent. For 
United States Steel, whose operating rate decreased from 85.8 to 85.2 percent, 
net profit per ton increased from an average of $9.245 (almost identical with the 
1953-54 net profits of the entire industry) to $17.91, or by 93.7 percent. 

I have pointed out that your study of administered prices in steel, which 
centers on the need for a price cut to reduce excessive profits, will have a sharper 
impact on smaller competitors than on United States Steel.” This can be seen 
by comparing the 1957 profit margins before income taxes. A 6-percent price cut 
which did not result in a revival of demand would, on the basis of these figures, 
reduce United States Steel’s profits by 82 percent and profits of the whole in- 
dustry by 42 percent. If United States Steel makes up 30 percent of the indus- 
try, this would make the profit cut for the rest of the industry 48 percent. 


7 Whitney statement, tables V and XV-II. 
%P, §021. 
%P, 5031. 
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The growing profitability of United States Steel reflects in part a more rapid 
increase in productivity than that of the industry as a whole. Thus in 1953 
United States Steel shipped 0.215 tons per man-hour worked, while in 1957, 
despite the drop in its operating rate, it shipped 0.236 tons. This 9.8-percent 
gain is, to be compared with the 6.9-percent improvement in the industry as a 
whole. 

One reason for the rising profit margin of United States Steel is the completion 
after the war of the program begun in the late thirties (as advised by a firm 
of management engineers), looking toward more participation in light-gage and 
in fabricated steel. These products have always carried wider profit margins 
than semifinished steel. Thus United States Steel today makes different products 
and uses different methods than before the war. The regression chart presented 
at the March 13 hearing by Dr. Blair includes both an “old” and a “new” United 
States Steel.” 

Dr. Blair’s regression chart on rate of return.—This chart is an interesting 
pictorial presentation of the differences in rates of return between years when 
operating rates were similar, and also helps by giving the 1920-40 data (my 
table III having showed only that profits per ton after 1955 were the highest 
since the war). Nevertheless, the chart (as printed with one for the whole 
industry in “Administered Prices—Steel,” pp. 47-48) has enough dubious features 
to warrant a few comments—especially in the light of the impression it seemed to 
be making at the hearing. I have not had time, however, to make a thorough 
analysis. 

(1) The chart has apparently been thought by some to prove the existence of 
excessive prices in recent years. But a rising rate of return may be the result 
of increased efficiency. With no more benefit from the postwar price advances 
than the rest of the industry, United States steel increased its margin on sales 
twice as fast as the whole industry between 1947-49 and 1955-58." Granted, 
that United States Steel’s return on stockholders’ investment was 12.8 percent in 
1956 and only 11.5 percent in 1920 and 9.0 in 1928 at about the same rate of 
operations, and that it was 14.8 percent in 1955 and only 10.8, 10.1, and 12.6 
percent in 1923, 1926, and 1929, respectively—are these increases an undue re- 
ward for increased efficiency plus a shift to products in greater market de- 
mand? ’ 

(2) Even if one concludes that United States Steel is profiteering, will not a 
price cut affect the whole industry? In this connection, one who views the all- 
industry chart should bear in mind the degree to which it is dominated by the 
United States Steel figures, as well as the gradual change in that degree. In 
1920 stockholders’ investment of United States Steel was 63 percent of that for 
all 10 companies ; in 1940, only 47 percent ; and in 1956, only 34 percent (of that 
for 33 companies). In judging the rising trend in the steel industry’s rate of 
return—e. g., from 12.1 percent in 1929 to 13.2 percent in 1956 at the same rate 
of operations—it seems relevant that most industries showed a very similar 
increase. Steel’s rate of return advanced only from 30th place among the 38 
manufacturing industries whose profit ratios were tabulated for 1929 by the 
National City Bank of New York to 18th place (or about the midpoint) among 40 
tabulated for 1956. 


®” United States Steel annual report: Whitney statement, table V. 
21The increasing profit ratio of United States Steel may have put it in the familiar 
“General Motors dilemma’: whether to hold down prices so as to expand markets, or put 
them up so as to spare its less profitable competitors. One Government expert suggests 
that this may account for United States Steel’s hesitancy to continue in 1958 its traditional 
role as price leader. 

These increasing profits have inspired criticism which spills over against other big 
corporations. Thus, Dr. Havas, knowing United States Steel's profits well, says that “any 
of our leading corporations” (statement, p. 5091, italic appticat will be found to have had 

rofits since 1954 which are exorbitant in relation to any preceding decade. He names 

eneral Motors and General Electric (plus one regulated utility and one largely foreign- 
based company) as examples. United States Steel’s profits were, of course, increasing in 
relation to sales and payrolls (including all labor costs) between 1947—49 and 1954-58, 
but those of General Motors were decreasing from 9.7 to 8.1 percent of sales and 35.0 to 
30.3 ——-- of payrolls, and those of General Electric, from 7.0 to 5.8 and 18.4 and 14.7, 
respectively. 

Would the critics have been better satisfied if United States Steel had rejected the 
management engineers’ report and not tried to modernize its operations? 

2 Table E, of this letter. 

“The merits of the increased vertical integration involved in this shift are open to 


argument from some points of view, but this is not relevant to the regression chart on 
p. 5053. 
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(3) There are some omissions in the chart. Sources are not given in detail, 
though due to my association with the Federal Trade Commission I was able to 
find the original data after a long search. A definition of stockholders’ invest- 
ment should be added to the footnotes, along with some indication of the magni- 
tude of the 10 companies included. By some mischance, the 1947 and 1948 indus- 
try rates of return are for 10 companies only, although stated to be for 30.™ 
The 34-company averages would each be about half a point higher. 

(4) Some doubt is thrown on the validity of comparing the United States 
Steel and industry charts by the fact that United States Steel is thus shown 
to be earning a higher rate of return than the industry every year from 1921 
to 1930, and a lower rate of return in every year since 1940 except 1955. This 
does not accord with the generally accepted version of steel industry history, 
which is much better reflected in the percentage margin on sales. Here United 
States Steel was consistently behind in the 1930’s and ahead since 1953. I have 
not had time to resolve this paradox. It would seem to require either (a) 
laborious investigation into the figures on net worth, sales and profits over 
various intervals to show how a relatively higher return on sales can be recon- 
ciled with a relatively lower return on investment, or (b) some proof that the 
return on sales is deceptive and that the trend in return on investment as shown 
in the chart is more reliable. If course (b) is adopted, it will mean that any 
“profiteering” by United States Steel is diminishing in comparison with profiteer- 
ing by the rest of the industry. 

(5) Most important, there is a serious defect in the use of such scatter charts 
based on the rate of return on stockholders’ investment during a period of 
inflation. Investment normally remains on the books at its original value— 
plus, of course, all new investment at its original value—whereas sales, costs 
and profits increase along with the price level. Thus book value becomes less 
and less realistic in every way, particularly in relation to replacement costs. 
To illustrate, United States Steel’s stockholder investment increased only 95 
percent while sales increased 339 percent between 1928 and 1956 (2 years in 
which operations were at 85 percent of capacity). It is not surprising that, 
while its return on invested capital was increasing from 9 to 12.8 percent, its 
return per dollar of sales (according to the company’s annual report) decreased 
from 11.4 to 8.2 percent. A scatter chart using return on sales would not 
show 1956 above 1920 or 1928, or 1955 above 1923, 1926 or 1929, as does Dr. 
Blair’s chart. 

I would certainly welcome a full explanation of these regression charts in 
the light of my comments. Until such explanation is forthcoming, I shall con- 
tinue to be suspicious that the charts may lead unsophisticated viewers toward 
the position criticized in footnotes 4 and 33 of this letter. That position can 
be condensed as follows: “If the investment in an industry is originally $1 
billion and remains at book value while (@) increased volume of business, and 
(b) inflation of prices, double its original sales and profits—from $1 billion and 
$100 million to $2 billion and $200 million—prices should be cut back to restore 
its rate of return from 20 to 10 percent.” But it would require $2 billion today 
to replace this hypothetical plant, and a return one-half the original profit 
would probably not attract risk capital. On the quoted principle, profits will 
be a steadily declining share of the national income, our eapital supply will 
shrink, and the growth rate on which we are counting in the cold war will 
become a minus figure.” 


Table 6. Indexes of wholesale prices and unit labor costs: All manufacturing 
and steel 


The first part of this table shows that wholesale prices of finished goods have 
increased further since 1947-49 than unit labor costs in manufacturing. The 
second part does the same for steel prices and costs. 

(1) Checking with the original source, which goes back to 1919, I was sur- 
prised to find how closely prices and unit labor costs in manufacturing have kept 
pace. The following tabulation gives data for selected years. 


% “Administered Prices—Steel,” p. 47, footnote 30. Since the number of companies 
used after 1948 is 34, one might surmise that the number “30” crept in because it was 
in footnote 30. ‘This footnote also wrongly states that 1921 is the first year. 

*% When rising volume cuts unit costs, there is no special justification for an industry’s 
maintaining its full percentage profit margin. I assume in this paragraph, as Dr. Blair 
rightly does throughout, identical rates of operations in the first year and the current 
year. 
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TasLe F.—Prices and unit labor costs in manufacturing 
{1947-49—=100] 


Production 
worker 
payrolls 

per unit of 
output 


1939 to 1949__. 
1949 to 1953... 
1953 to 1958__. 
1947-49 to 1957 


Source: “Productivity, Prices, and Incomes,” Joint Economic Committee staff report, p. 144; and Dr, 
Blair’s table 6. 


The parallel action of prices and labor costs down to 1953 suggests that these 
costs may be the principal determinant of prices. I believe, however, that such a 
conclusion would be too doctrinaire. In any case, production labor costs could 
hardly be the determinant. Nonproduction workers increased from 21.5 to 28.3 
percent of all manufacturing employees between 1940 and 1957,” which makes it 
seem possible that payrolls per unit, of all employees, have outdistanced prices. 

An additional factor of the same kind is the increasing proportion that social 
security and pension contributions by employers make up of total payrolls. 
Figures on this are available through 1957 only. For all manufacturing, “supple- 
ments to wages and salaries” were 4.85 percent of wages and salaries in 1947-49, 
7.16 percent in 1958, and 8.73 percent in 1957. If we make the 1947-49 unit 
labor cost 104.85 and the 1957 figure 121.995 (obtained by multiplying the 112.2 
index by 1.0873), the 1957 figure becomes 116.4 on a 1947-49 base. The divergence 
between unit labor cost and the wholesale price index is thus reduced from 5.9 
points to 1.7 points. 

The remainder is left to be accounted for by other causes of deviation between 
unit labor cost and price. Is this remaining deviation from the 1947-49 base 
likely to be due to increased profit margins (before income taxes) on sales? It 
hardly seems so, since the profit margin in all manufacturing averaged 10.5 cents 
per dollar of sales in 1947-49, 9.2 cents in 1953, and 8.8 cents in 1958.” 

(2) My first comment on the steel figurés in table 6 is to refer to footnote 24 of 
my statement where I discussed a similar comparison which ran from 1947-49 
to 1956. I believe that the discrepancy between “production payrolls per unit 
of output” and prices cannot be explained by net profits alone, but only by adding 
to the picture the following items: Nonproduction worker payrolls, social security 
and pension costs to the employer (these are important fringe benefits), material 
and service costs, depreciation, State and local taxes, Federal income taxes, and 
net profit. Between 1947-49 and 1957 the following percentage increases per 
ton shipped occurred: Employment costs, 60.7; materials, 47.2; depreciation, 
112.4; State and local taxes, 105.7; Federal income taxes, 138.8; and net profits, 
72.2 percent.” 

Payroll cost of production workers per ton produced advanced 14 percent 
between 1953 and 1957, and prices, 30 percent, according to table 6 as reported in a 
local newspaper. But the increase in total employment cost per ton of steel 
shipped came to 27 percent—close to the 30-percent price increase. 

As in all manufacturing, the increasing proportion of nonproduction workers is 
a significant factor in steel. Salaried employees were 18.6 percent of wage em- 
ployees in 1947, 19 percent in 1947-49, and 24.9 percent in 1957. Also, the ratio 
of the pay per hour of the average wageworker to that of all employees di- 
minished from 95 percent in 1947 to 98.3 percent in 1957.” 

The main purpose of my original statement could be redefined as that of isolat- 
ing the factors responsible for the divergence between unit labor costs and prices. 
Besides the percentage increases in various factors between 1947-49 and 1957 
which were given three paragraphs above, their relative dollar amounts have 4 


2% Fortune, March 1959, Bi 111. 


7 FT C_SEC Quarterly aapoet Report for Manufacturing Corporations. 

2 Whitney statement, table I 

2 Annual Statistical Report a the American Iron and Steel Institute, 1948 and 1949, 
p. 10; 1950, p. 11; 1957, p. 16; Whitney statement, table IV. 
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bearing. To use one example, the increase in Federal income taxes accounted 
for nearly a third more of the advance in price in this interval than did the in- 


crease in net income—and a good half of the increase in Federal income taxes 
came from higher tax rates.” 


Summary on ewvhibits 2-6 


I welcome the information in table 2. It tells me that if I had considered steel 
alone and not iron and steel industry products, the importance of this industry in 
the gross national product would have been reduced from 3.5 to 2.5 percent. 

Table 3 is informative in showing further details on the degree to which steel 
prices have outstripped almost all others—i.e., it gives other base years besides 
1926-29 and 1953, which I had quoted, and it gives the figures for the other price 
groups. 

Table 4 supplements my estimate of the increase in productivity in the last 
quarter of 1958 by showing that the increase (for United States Steel alone, 
and per employee rather than per man-hour) was 7 percent from the last quar- 
ter of 1957. For the whole industry, the per employee productivity increased 
5.6 percent in this period. This 1957-58 comparison is weakened, however, by 
the tendency to go slow in laying men off in a period of declining business like 
late 1957, and to go slow in hiring when business is rising as in late 1958. 

Table 5 is helpful in showing the relation of United States Steel profits to 
operating rates—a relation I did not spell out but which is implicit in my re- 
marks and consistent with the picture of United States Steel’s profits that I 
gave in appendix C.™ 

Table 6 helped by highlighting the importance of labor costs in prices, even 
though my table III had given a more complete picture. 

In brief, Dr. Blair’s tables, as well as other exhibits he introduced, supplied 
good information even though they did not shake my fundamental position. 
They were perhaps not, intended to do so, but merely to insure that no misun- 
derstandings should arise from my presentation. I told Dr. Blair after the 
hearing that I agreed with most of the points he made. 


IV. POINTS OF MINE ON WHICH DR. BLAIR DID NOT COMMENT 


(1) That, in fact, the cost of producing steel increased more than did its 
price in 1957, which knocks out Dr: Means’ only proffered evidence that the 
responsibility for steel price inflation should be placed on the industry—his claim 
of a $1.75 cost increase and an $11 price increase. 

(2) That the reason for this was that productivity declined in 1957 instead 
of advancing as assumed by Dr. Means—so that even at the end of 1958 (which 
Dr. Blair’s table 4 cited to illustrate the gain in productivity) productivity was 
not yet back at the level of 1955 although hourly earnings in steel had advanced 
26.6 percent.” 

(83) That cost and tax increases have amounted to between 75 and 90 percent 
of the increase in iron and steel industry product prices in recent years, which 
does not necessarily imply a causal relationship, but does give some measure of 
the relative importance of costs and profits in the steel price inflation. 

(4) That in most of the concentrated industries cited by Dr. Galbraith as 
those in which 'there should be some form of price control, because the industries 
were advancing their prices more than their wages, the profit margin has not 
shown an upward trend such as a regular increase in prices over and above 
cost increases would produce.” 


Calculated from. Whitney statement, table IIT. 

81 See tables ITI, X, and XIX. 

*91f 1958 had seen the same 93 percent rate of operations as 1955, productivity would 
probably have been significantly higher than in 1955. But an industry cannot pay 1955 
wages, plus 27 percent, on the assumption either of a rate of operations or a rate of 
productivity which is not there. 

37 am still assuming that employers are not under criticism for advancing prices 
enough to maintain their percentage profit margins when faced with rising costs (such as 
wages) which will increase domestic demand. It should be noted, however, that when 
imported materials go up in price, or materials used by industry go up due to failure of 
aupply or to increased foreign buying, —- ers who protect themselves through keeping 
their percentage margins or workers who do it through cost of living adjustments are thus 
throwing the whole burden on others. Similar considerations apply to passing on of 
higher tax rates to customers unless it was generally assumed and planned that the new 
taxes would be passed on. (However, tax-law writers should and do realize that taxes 
will be passed on when it is legal and practical.) 
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(5) That concentration in industries generally has never been shown to be 
significantly greater than before the war (despite exception, like automobiles)— 
and yet before the war there was no price spiral.” 

(6) That the postwar price spiral is, therefore, more likely the result of post- 
war factors—among which the increased money supply and the rounds of wage 
increases won by unions were mentioned—even if the slow response to demand 
of administered prices accounts for some of the timing. 

My opinion is that these propositions should either be rebutted directly or ac- 


cepted—in whole or with any modifications that may emerge in further dis- 
cussion. 


V. CONCLUDING REMARKS 
Views of economists 


Those who may have inferred from newspaper reports that my testimony, 
alone among your witnesses, “blamed price increases on wages,” would be over- 
looking not only my tabulations which showed the part played by rising steel 
profits, but also the testimony of other witnesses and the similar opinions of 
leading economists. Thus Fritz Machlup blamed labor and management im- 
partially; Dr. Galbraith put first emphasis among remedies on limiting wage 
increases to noninflationary amounts; and Dr. Havas, after praising Roscoe 
Drummond as a columnist, quoted him as advocating ‘‘a Presidential commission 
as an essential step of keeping wages from constantly driving up prices.” ” 

Many eminent economists take the position which Sumner H. Slichter has fre- 
quently stated : 

“The recent inflation in the United States has been caused by a mixture of 
strong demand for goods and a strong upward push of costs, but the principal 
reason the price level has increased and slow inflation must be expected to con- 
tinue more or less indefinitely is the strong tendency for labor costs to rise faster 
than output per man-hour.” * 

Some members of the general public, in following these hearings, seem to have 
reached a highly simplified version of what you have discovered—either that 
certain concentrated industries went on a price-raising jag after 1953, or that 
each wage increase since the war (i.e., not just during the “administrative in- 
flation” of 1953-58) offered an excuse to raise prices even more, which in turn 
constitutes the wholesale price inflation, or even that it is these things which 
have been increasing the “cost of living’ of the average consumer. These seem 
to me errors in logic. 


Remedies 


Since agreement on diagnosis must precede agreement on remedies, I shall 
refrain from suggesting remedies. But I want to say a few words on the “key 
products” and “psychological” approaches. Dr. Havas told me that Germany 
controls inflation through the price of coal, and suggested that we might do as 
well here with steel (and oil). He must have meant this as a short-term remedy 
only; it would not meet the complex inflation problem over the long term. 

I warmly support your own efforts to talk the steel bargaining sessions into a 
labor cost package small enough to make a price increase unnecessary. I wish 
all public mediators would adopt the same philosophy. But if steel union and 
management accept this, we cannot feel sure that others will do the same. It 
will be easy for most industries to say: ‘The increases in steel wages and prices 
have been so great that it is time for them to take a rest while we catch up.” 1 
think you should generalize your efforts to cover the whole list of bargaining 
Sessions that are coming up before steel—e.g., rubber, apparel, and copper. 


*% Our statistics on concentration trends do not give a clear picture of the differences 
between the 1920's and the 1950's. Changes in most ‘concentrated industries’ have 
apparently not been drastic. There were the 8 big steel companies, the 20 or so big oil 
companies, the 4 big rubber companies, the 2 big metal container and electrical equipment 
makers—all with their fringe of smaller competitors—then as now. The principal in- 
creases in concentration seems to have come through (1) the acquisition by national 
companies of firms located in separate local markets (good examples being milk dis- 
tributors, food stores, and cement makers), and (2) diversification through merger. It 
is oven to question whether either (1) or (2) has raised prices on net balances. 

3% Havas statement, p. 5098. He said to me before testifying that “if wages go up sharply 
in steel this summer, the X railroad [a large buyer of steel products: name suppressed] 
will be in danger of bankruptcy.” I understood him, of course, to mean: if a large wage 
increase canses prices to go up. 

% New York Times, Mar. 8, 1959, p. 23 of magazine section. Among the others who 
have attributed postwar price increases primarily to union action are John Maurice Clark 
and Edward H. Chamberlin (himself the originator of the concept of oligopoly which has 
played an even larger role in economic theory than administered prices). 
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The price. of steel is certainly out of. equilibrium,.on the high side. One 
penalty we may have to pay if it comes down, relative to other prices and costs, 
is that less capital will be interested in going into expansion of steel capacity. 
Steel capacity is part of the “battle of growth trends” we are waging with the 
Communist world. But so is the capacity of other industries, the expansion of 
which will be easier if the price of steel is lower. We may well decide that 
cheaper steel now, for other industries, is more important than more capacity 
to make steel later. But, whatever policy is adopted, benefits in one direction 
will entail penalties in another direction. 


My analysis of the subcommittee’s “Report on Concentration in American 
Industry” 

At the March 13 hearing it was stated that my written analysis of this report 
was in the record.t I am glad to have it published in fuller form than the con- 
densation in the 1958 Trade Practice Annual, since publication might draw 
comment from statisticians and perhaps contribute toward concentration studies. 
It may help if I insert here a one-paragraph summary, including mention of an 
interpretation issued later by a statistician of the Bureau of the Census. 

“Since this paper was written, Irving Rottenberg, of the Bureau of the 
Census, has shown that, if the 4-digit industries are weighted by the mean of 
their 1947 and 1954 employment, the average percentage of shipments accounted 
for by the four largest companies increased from 34.65 percent in 1947 to 45.60 
percent in 1954. The subcommittee census study does, therefore, show this 
degree of increase in concentration. I want to summarize here in one sentence 
my analysis of the growth of the 50 companies: ‘There was a sharp increase 
in the share of manufacturing done by the 50 largest companies, due to their 
participation in the most rapidly growing industries and to increased profitability 
and capital investment; only a minor proportion of it represented increased 
concentration in individual markets.’ ’’* 

Sincerely yours, 
Srmon N. WuHrIrnNey, Director. 


tMr. Whitney’s memorandum referred to begins on p. 5172. 


*(The text of the paper in which Mr. Rottenberg presents his estimates 
follows :) 


New STATISTICS ON COMPANIES AND ON .CONCENTRATION IN MANUFACTURING FROM 
THE 1954 CENSUS 


Paper presented on September 11, 1957, at the American Statistical Association 
meeting on Concentration in Manufacturing Industry by Irving Rottenberg, 
Chief, Economie Analysis and Classification Branch, Industry Division, Bureau 
of the Census, Washington, D.C. 


The recently published statistics on concentration compiled from the 1954 
Census of Manufacturers provide a large volume of data on this subject.’ 
Because of the limited sources for comprehensive data of this type, each appear- 
ance of these figures following a Census of Manufactures has led to intensive 
study, discussion in public forums, and the publication of analytical articles in 
professional journals. The Census Bureau is currently preparing tabulations 
on other characteristics of enterprises covered in the 1954 Census of Manu- 
factures and especially in regard to the establishment characteristics of multi- 
establishment enterprises. This paper will describe briefly the concentration 
statistics prepared by the Bureau of the Census, present some additional data 
on concentration derived from the 1954 census returns, make some computations 
from information on concentration already published and describe the forth- 
coming data of the Census Bureau’s enterprise-establishment tabulations, 


CONCENTRATION 


The tables presenting data on concentration in industry were compiled by the 
Bureau of the Census for the Subcommittee on Antitrust and Monopoly of the 
Senate Judiciary Committee, and were based upon requirements of the subeom- 
mittee specified in a letter of January 3, 1956, by the late Senator H. M. Kilgore. 


ee 


“Concentration in American Industry,” report of the Senate Subcommittee on Antitrust 
and Monopoly. 1957; and the Census publication, “Proportion of the Shipments (or 
Employees) of Each Industry, or the Shipments of Each Group of Products Acconnted for 
by the Largect Companies as Reported in the 1954 Census of Manufacturers,” July 1957, 
Government Printing Office. 





5138 ADMINISTERED PRICES 


Modifications to these specifications were made in subsequent discussions by 
staff members of the subcommittee and Census Bureau. The results were trans- 
mitted to the subcommittee in two parts, the first on October 31, 1956, and the 
second on February 4, 1957. The table titles, which are quite descriptive of 
their content, are the following: 

1. Percent of value of shipments accounted for by the 4, 8, and 20 companies 
with the largest dollar shipments in each manufacturing industry: 1954 
and 1947. 

2. Percent of manufacturing employment accounted for by the 4, 8, and 20 com- 
panies with the largest numbers of employees in each manufacturing in- 
dustry : 1954, 1951, and 1950. 

3. Value of shipments for establishments classified as to size by number of em- 
ployees, for industries : 1954. 

. Change between 1947 and 1954 in the proportion of value of shipments ac- 
counted for by the four and eight largest companies in 1947 and the four 
and eight largest companies in 1954, for selected industries. 

. Percent of value of shipments accounted for by the 4, 8, and 20 largest com- 
panies, based on product class data reported by all producers, regardless 
of industry: 1954. 

. Average manufacturing employment and market share of four and eight 
companies with largest dollar shipments in each industry : 1954. 

. “Large company” participation among leading producers in each product 
class, by major industry group and by share of shipments : 1954. 

. “Large company” participation among leading producers in each product 
class, by size of product class and by share of shipments ; 1954. 

. “Large company” participation among leading producers in each product 
class, by market share ratio size class and by share of shipments of large 
companies: 1954. 

10. Share of value added by manufacture accounted for by largest manufac- 
turing companies in 1954. 

11. Share of value added by manufacture accounted for by largest manufactur- 
ing companies in 1947. 

The explanations and notes accompanying the census tables-and the subcom- 
mittee report are further descriptions of the content which need not be repeated 
here. It is worth noting, however, that these data are described in the Senate 
report, “Concentration in American Industry,” as the most comprehensive body 
of factual data on this subject ever prepared.” 

The Senate subcommittee’s report has rearranged tables supplied by the Cen- 
sus Bureau into forms more suitable for analysis, and has added a number of 
frequency distributions by significant characteristics of the data in the tables. 
For example, the table on percent of industry value of shipments accounted for 
by the 4, 8 and 20 leading companies is shown in the subcommittee report in the 
following arrangements: in sequence by code, in sequence by industry size, in 
sequence by four company concentration ratio, and in sequence by the size of 
the change in concentration ratio from 1947 to 1954. 

The limitations and deficiencies of concentration statistics derived from cen- 
sus sources are well known to technicians and analysts of industrial organiza- 
tion and repetition here is not necessary. Although perhaps overemphasized by 
some and ignored by others, these limitations will always concern students of 
concentration. In this paper an attempt will be made to develop some informa- 
tion on a few of the limitations of the concentration statistics recently published 
and to provide some additional summary data. The emphasis is on the computa- 
tion and presentation of data on this subject, with little attempt to analyze, eval- 
a or interpret the results. This portion of the paper deals with the following 

ems: 

1. Herfindahl’s summary index of concentration has been computed for a ran- 
domly selected sample of 48 industries.’ The correlation in the ranking of these 
industries by various concentration ratios is shown. 

2. Treating 2 years as a single time unit, concentration ratios have been 
computed for a sample of industries. 


2“Concentration in American Industry,” op. cit.. p. ili. 
3 With the industries arranged in employment size scquence two samples of 24 industries 
each were selected with a random start and systematic selection thereafter. One of these 


samples was used for the 2-year concentration ratios and both samples were used in other 
items covered in this paper. 
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8. For the 48industry sample, establishment or plant concentration ratios 
are compared with company concentration ratios. 

4. Data on imports and concentration are shown where imports are a sig- 
nificant proportion of domestic output. 

5. The 1947 to 1954 change in concentration is given using weighted-average 
concentration ratios for major industry groups and for all manufacturing. 

6. For the products of a sample of industries the concentration ratios at the 
4-digit and 5-digit product level are compared. 


Comparison of different measures of concentration 


Concentration ratios compiled for 1954 and earlier years by the Census 
Bureau are a simple aggregative type of computation. In deriving a four com- 
pany concentration ratio for a particular industry or product group the value 
of shipments (or number of employees) for the four leading firms is aggregated 
and divided by the total for the industry or product group. Thus, a result 
of 60 percent for a four company concentration ratio may represent four com- 
panies of equal size, each with 15 percent of the industry total, or one leading 
firm with 40 percent of the output and three considerably smaller firms. Sim- 
ilarly, a four company aggregate provides little information as to the size 
of the other firms in an industry. An excellent review of the different types 
of concentration measures will be found in the article “Measures of Con- 
centration” by Gideon Rosenbluth.‘ 

Orris C. Herfindahl has suggested a summary index of concentration’ which 
takes into account each firm in an industry. This summary index is computed 
by obtaining a ratio of the output of each company to the total for the industry. 
The ratio for each firm is squared and the summary index is the sum of the 
squares. Thus, each firm is weighted by its own size in the industry. Esti- 
mates of the Herfindahl summary index have been prepared* for a sample of 
48 industries. This index and the concentration data based on the value of 
shipments for the largest four companies and the largest eight companies are 
presented in table 1. The rank of each industry by these measures is also 
shown. Spearman’s rank correlation has been computed for combinations of 


these three rankings, and for additional rankings as well, with results as 
follows: 


Correlation of ranks of : Coefficient 
1, Four company value of shipments concentration ratio and Herfin- 


Celi’ @: SUEY TOUR ict eee ena eee . 989 
2. Eight company value of shipments concentration ratio and the 
SOMMENG TGR sis iiciitin dc cain anccniennumenennnnmmipanmaledaas - 982 
3. Four company value of shipments concentration ratio and eight 
company value of shipments concentration ratio_______.___---_-__ . 986 
4. Four company value of shipments and four company employment 
IIOOESOUION: TRIG biol icin onions on mnbomeminnimmeiirmmecenEe . 971 
5. Summary index (based on value of shipments) and four company 
employment ‘concentpation ratio......2222.65seseecicclece, . 959 


This analysis yields similar results to those obtained by Rosenbluth in com- 
paring the ranks obtained from different measures of concentration for a 
sample of 96 Canadian industries.? However, considering only industries in our 








‘“Business Concentration and Price Policy, Measures of Concentration,” by Gideon 
Rosenbluth, Princeton University Press, 1955. 

° Orris C. Herfindahl, “Concentration in the Steel Industry,” Ph. D. dissertation, Columbia 
University, 1950. 

*For each of the 48 industries the ratio of total value of shipments for each of the 
leading 15 firms was squared, and the squares were summed. A maximum sum of squares 
for each industry was calculated by assuming maximum dispersion of ratios among the 
small firms. Similarly, a minimum sum of squares was calculated by assuming minimum 
(zero) dispersion among the smaller firms. For about half the industries the spread be- 
tween the maximum and the minimum sum of squares was less than .005. In 22 cases 
this spread was greater, with the widest spread being .008. An estimate of the sum of 
squared ratios for the smaller firms was calculated by assuming that their ratios were 


distributed randomly between 0 and * where “n” is the number of smaller companies 
and “P” is their ratio of the industry’s total shipments. Under this assumption, the 
expected value of the sum of squares for the smaller companies AE. For 10 industries 


the formula was tested by obtaining actual data for the 16th through 22d company and 

computing the revised maximum and minimum. These theoretical limits narrowed by 

varying amounts: in no case did the result of the formula fall outside the range of the 

maximum and minimum. Usually the formula gave a result rather close to the minimum. 
Gideon Rosenbluth, ‘“‘Measures of Concentration,” op. cit., p. 69. 
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sample with high concentration the correlation of the ranks of industries by 
different concentration measures is considerably lower. There were only 13 
industries of our 48 industry sample for which the four company concentration 
ratio was higher than 50 percent, so that the evidence may be regarded as 
suggestive only. 


Correlation of ranks of: Coefficient 
1. Four company value of shipments concentration ratio and the 
summary index 
. Eight company value of shipments concentration ratio and the 
summary index 
. Four company and eight company value of shipments concentration 


. Four company value of shipments and four company employment 
concentration ratios 


TaBLe 1.—Comparison of 3 concentration measures for a sample of industries: 
1954 census of manufactures 





Percent of value of shipments 
accounted for by— 
iM hae a at Summary 


- index ! 
Industry title 4 largest 8 largest 


companies companies 


Percent} Rank | Percent} Rank | Ratio | Rank 


2821 | Cyclic (coal tar) crudes. - 2.0 | 0.3712 
3572 | Typewriters 1 . 1979 
3692 | Primary batteries , 3. f «1974 
3983 | Matches_. ; wane te > 93 3. £ - 1633 
2052 | Bisenit and crac Kers..-----_-- s 9 . 1867 
2085 | Distilled liquor............--- : 8. . 1180 
3584:| Vacuum cleaners. _--- ea 52 , \ - 1315 
3914 | Silverware and plated ‘ware em , . 1369 
3292 | Asbestos nroducts_--_- eaeeee aes f ; ; . 1330 
3715 T ruck trailers__- ot Me i i 2. . 1286 
2092 writ f ‘ . - 1035 
2095 F lavorings pildihinck poked es 5 , if k - 1227 
3496 | Collar sible tubes. Tieden pbeniensedaheeat 5s 3. 83 5. - 0993 
2031 | Canned seafood - - _.-- antes . t 5. . 0769 
3613 | Electrical measuring instruments. 5.! ; - 0648 
eS ais 3 5. ; . 0619 
3991 | Beauty- and barber-shop equipment _ { ae if 3. . 0655 
3343 | Dental equipment and supplies ; 53 9. - 0527 
2041 | Flour and meal. .......--.-.----- 4 .f 53 ; . 0520 
2783 | Looseleaf binders and devices_. . 0597 
3152 | Leather work gloves_..._.-- . 0506 
2641 | Paper coating and glazing. . 0715 
2424 | Cooperage stock mills . 0412 
3821 | Mechanical measuring instruments. . 0381 
2213 | Woolen and worsted fabrics . 0292 
2834 | Pharmaceutical preparations. . 0303 
2563 | Venetian blinds.................- . 0246 
2292 Lace I s. . 0260 
2027 
3323 
2385 w aterproof ou ser aamunes 

3423 | Hand tools, n.e.c.......-.. 

2872 | Fertilizers, mixing only__ Sasa 
2233 | Cotton broad-woven fabrics...--- 
2386 | Leather and sheep-lined clothing. 
3489 | Wirework, n.e.c.......-.-....---- 
2015 | Poultry dressing plants- --...-- 

2951 | Paving mixtures and blocks_-.. 
2394 | Canvas products. ...........--- 
2361 | Children’s dresses 

2327 | Separate trousers 

2395 | Tucking, pleating, and stitching. -. 
3599 | Machine shops 

2761 
2351 
2499 
2791 
2337 


CNODe Se OONe 
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1 See text and footnote 6 for method of computation, 
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Two-year concentration ratios 


Concentration ratios computed from flow items such as value of shipments, 
value added by manufacture and employment customarily deal with 1-year time 
units. The legislation requiring a manufcturing, minerals and business census 
every fifth year specifies a 1-year time unit. The same legislation authorizes 
auuual surveys of manufacturing. Much of the data compiled by Federal 
statistical agencies is on an annual basis. Income tax legislation and adminis- 
tration deals with annual summaries of profit and loss. This 365-day time 
period is the aggregating unit of the accounting profession and will surely 
remain so, 

Concentration in industry is a long-range problem and it would seem appro- 
priate to compute concentration ratios for time units greater than a year. 
Stigler has suggested ® that a 5 or even a 10-year period might be suitable and 
that the time unit most suitable for the computation of concentration ratios 
might vary for each industry depending upon various factors, primarily the 
mobility of capital and the time required for buyers to adjust to price changes. 

To add some information to our present intelligence on this subject concen- 
tration ratios treating 2 years as a single time unit have been prepared. The 
results are shown in table 2, which also includes the concentration ratios for 
these industries for 1954 alone. Although a 24 industry sample was drawn for 
the purpose of computing the 2-year concentration ratios, data are shown for 
20 industries. The ratios are for 1955 plus 1954 for 17 industries. For three 
additional industries the necessary records for 1955 were in use in the processing 
of the 1956 annual survey. Consequently, data for 1953 were used and ratios 
for 1953 and 1954 were computed. For four additional industries drawn in 
the sample, the necessary information could not be obtained in time to compute 
the 2-year ratios for either pair of years. Either the necessary records were 
in use or a particular establishment needed to complete the calculation for an 
industry was not included in the sample surveys for 1953 or 1955. 

In most of the industries there is considerable stability between the 1-year 
ratio and the 2-year ratio. The largest change is the rise of six points recorded 
for the truck trailer industry. A point worth noting, which was most apparent 
in reviewing some of the establishment reports for the 2 years to determine the 
proper industry code, is that sharper changes can occur for industry concentra- 
tion ratios compared with product ratios. Establishments making a variety of 
products can change industries with a modest shift in product mix, which might 
change an industry concentration ratio by several points while the change in 
the product ratio is minor. On the other hand, it is possible for shifts in product 
concentration ratios to occur while the comparable industry concentration ratios 


remain stable, when changes in the product mix do not cause reclassification of 
large plants, 


8“Business Concentration and Price Policy,” op. cit., introduction by George J. Stigler, 
pp. 5 and 6, 
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TABLE 2.—Comparison of 1- and 2-year concentration ratios on employment for 
four largest companies for a sample of industries 


Industry title 


Flour and meal 

Biscuit and crackers. 
Distilled liquor 

Cotton broad woven fabrics 


Women’s suits, coats, and skirts. 
Waterproof outer garments 
a hae a ema nemincrgurenae naan eaeanhimmaiaainn aaa 
Venetian blinds 
Lithographing 
Cyclic (coal tar) crudes. .-. 
Fertilizers, mixing only-- 
3423 | Hand tools, n.e.c_...__.-- 
3489 | Wirework, n.e.c_..._.-. 
3572 | Typewriters. -_.-.- 
3584 | Vacuum cleaners. 
3613 | Electrical measuring instruments. ...............-------.----------.----..----- 
En BR ER has canecéccs aaa midenathddsveneksnpsnyenbivbpbionnsebeneyianees Rie 
3821 | Mechanical measuring instruments 
3983 | Matches 


1 For the 3 industries noted the ratios cover the 2-year period of 1953 and 1954. 


Company and plant concentration ratios 


A comparison of company and plant concentration ratios for a sample of 
manufacturing industries in Canada was published earlier this year.’ Similar 
figures for the United States on a directly comparable basis have not been com- 
piled, although an attempt to approximate such data using published 1947 census 
statistics was made in the Federal Trade Commission report on the divergence 
of plant and company concentration.” 

The F.T.C. divergence measures were developed from establishment value 
added data by employee size class and from company concentration ratios of 
value of shipments figures from the 1947 Census of Manufactures. Establish- 
ment curves of the cumulative value added by manufacture expressed as per- 
centages were charted from the establishment size statistics of the 1947 census 
in which actual points on the curve varied from one industry to another. Similar 
curves based on value of shipments of the 4, 8, 20, and 50 largest companies were 
charted for each industry. The space between these curves for the first 50 
units were measured with a planimeter. The results of this measurement be- 
came the basis for ranking and further analysis. Limitations in the results 
obtained by this procedure were stated in the F.T.C. report. 

Company and plant concentration ratios have been compiled for the sample 
of 48 industries from 1954 Census of Manufactures returns. These ratios are 
based upon employment of the 20 largest plants and the 20 largest companies, 
except in nine industries for which a different number of plants and companies 
is used. The weighted (by employment) average of the company concentration 
ratios for this sample of industries is 45 percent and the comparable average 
plant concentration ratio is 31 percent. 


® Gideon Rosenbluth, “Concentration in Canadian Manufacturing Industries,” pp. 59-74, 
Princeton University Press, 1957. 

1% “Divergence Between Plant and Company Concentration,” 1947, report of the Federal 
Trade Commission, Government Printing Office, 1950, 





Similar 
nn com- 

census 
ergence 


t value 
itios of 
tablish- 
as per- 
census 
Similar 
es were 
first 50 
ent be- 
results 


sample 
tios are 
n panies, 
mpanies 
ntration 
average 


Pp. 59-74, 


e Federal 


ADMINISTERED PRICES 5143 


TABLE 3.—Comparison of company and plant employment concentration ratios: 
1954 census of manufactures 


Concentration ratios are for 20 largest companies and 20 largest plants except as specified by the footnote 
Company Plant con- 


Industry title concentra- centration 
tion ratio ratio 


Poultry dressing plants 
Fluid milk and other products 
Canned seafood 


Distilled liquor 

Shortening and cooking oils. 

Flavorings 

Cigars... 

Woolen and worsted fabrics 

I ioiciecananeuesnce 

Lace goods 

Separate trousers 

Women's suits, coats, and skirts 

Millinery 

Children’s dresses............----- 
Waterproof outer garments 

Leather and sheep-lined clothing... ._._--.- 
Canvas products 

Tucking, pleating, and stitching 

Cooperage stock mills 

Wood products, n.e.c.. 

Venetian blinds. ...-....- 

Paper coating and glazing.. 

Lithographing. ---.---- a 

Looseleaf binders and devices 

Typesetting 

Cyclic (coal tar) crudes !__- 

Pharmaceutical preparations 

Fertilizers, mixing only - --- 

Paving mixtures and blocks 

Leather work gloves. ..--..--- 

EE ats cacicnaenkqctnanedmaden 
Steel foundries 

IE hi. ss in SelgienacuRanbaden amaadancmuetmenesunaue 
Ne os cain s cwesgnddaunmasiabinad eames anaanbabumaasesits 
Collapsible tubes ! 

Typewriters ! 

Vacuum cleaners ! 

Machine shops. 

Electrical measuring instruments 

Primary batteries 

I i Sn. sane oudadaenamuedrmaenn 
Mechanical measuring instruments 

Dental equipment and supplies 

Silverware and plated ware 

Matches ! 

Beauty- and barber-shop equipment ! 


BIRAGSSSBRSSSlwwBBSSSSE 


SASSSSISSERSSSSSSE 


Sz 


1 For these industries 4 number of companies and plants other than 20 had to be used to avoid disclosing 
figures for individual companies or because the industry did not include 20 companies. The number of 
companies and plants used was as follows: Industry 2783—16; industry 2821—8; industry 3423—12; industry 
496—13; industry 3572—-8; industry 3584—12; industry 3715—12; industry 3983—8; and industry 3991—16, 


Imports 


All of the tabulations on concentration in industry prepared for the Senate 
subcommittee by the Census Bureau are on a national basis. These geographic 
boundaries do not conform to the competitive geographic areas for some in- 
dustries. The geographic areas in which firms compete are considerably smaller 
than the entire Nation in some industries. This is the case, for example, for 
Some of the food processing industries (fluid milk, butter, ice cream, etc.), 
for a number of service-type industries (commercial printing, bookbinding, gal- 
Vanizing, etc.), and for various other industries where transportation costs 
és perishability result in small geographic areas of competition between pro- 

ucers. 

Another phase of the problem concerns products for which the competitive 
area is international rather than national. Imported manufactured products 
compete in our markets with the products of domestic producers. To the extent 
that the foreign producers are not subsidiaries of U.S. firms concentration ratios 
computed from U.S. Census Bureau sources are overstated. In instances where 
the foreign firms are subsidiaries of U.S. enterprises both the numerator and 
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the denominator in the computation of the concentration ratio are affected and 
the result of confining the computation to the geographic limits of the United 
States can cause either an overstatement or an understatement, 

Estimates of imports for 1954 by standard industrial classification industries 
prepared for the Bureau of Labor Statistics provide a basis for considering the 
problem of imports. Table 4 represents data for 43 four-digit product groups 
where estimates of 1954 imports (foreign port values) were more than 10 per- 
cent of the value of shipments of domestic establishments of U.S. firms in that 
year. For the remaining four-digit product groups (slightly less than 400) the 
imports are less than 10 percent of the shipments of domestic producers. Dis- 
tributions comparing 41 large import product groups with other product groups 
by size and by concentration ratio of the four leading firms are shown below. 
Concentration ratios for two of the high import product groups were not com- 
puted because of excessive duplication within the four-digit categories (see 
footnote c of table 4). 


High import product All other product 


$1,000,000,000 and over 
$500,000,000 to $999,000,000 
$200,000,000 to $499,000,000 
$100,000,000 to $199,000,000- ___. 
$50,000,000 to $99,000,000-_-_- 
Less than $50,000,000 








Concentration ratio ranges 


80 to 100 percent 

70 to 79 percent 

60 to 69 percent. _-.--.- 
50 to 59 percent. - -- 

40 to 49 percent. . 

30 to 39 percent. _ 

20 to 29 percent. - ._-- 
Less than 20 percent 


_ 
ADBDAOWP wt 


The impact of imports on concentration may be demonstrated by considering 
the figures for sewing machines. The published four company concentration 
ratio of 76 percent would drop to 63 percent if imports (21 percent of domestic 
shipments) were included in the denominator. However, if a foreign source of 
supply is owned by one of the four leading U.S. companies the numerator would 
also change. A wide variety of circumstances may exist where imports are 
large, each of which may alter the concentration ratio in different ways. 
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TaBLE 4.—Imports, value of shipments and concentration ratios in 1954 for prod- 
uct groups with imports exceeding 10 percent of value of shipments of domestic 
producers 


{Money figures in millions] 


Imports as | 1954 value | Product 
Value of | percent of of ship- group 
imports domestic | ments by concen- 
in 1954! value of domestic tration 

shipments | producers ratios 2 





Canned seafood. _- 29 $238 
Cured fish 5 42 38 
Frozen fruits and vegetables .- j 16 431 
Raw cane sugar 3 63 64 
Cane sugar refining 3 Q 47 864 
Distilled liquors....-... nine 17 684 
Scouring and combing . 49 91 
cach ckabdsmnndes 5 24 25 
Lace goods ‘ 18 55 
Cordage and twine 2E 5 160 
Textile goods, n.e.c_......--- 4 4 129 
Women’s neckwear 5 31 
Handkerchiefs a 2 37 
Apparel, 1.¢.c i 25 
Logging 591 
Veneer _ is S 2 124 
Shingle mills > j 36 
Fruit and vegetable baskets 5 32 
Rattan and willowware 5 

Pulp mills 

Paper and paperboard mills 

Cyclic (coal tar) crudes .-.-.- 

Synthetic rubber 

Biological products 

Tanning and dyeing materials 

Vegetable oil mills, n.e.c 

Essential oils 

Earthenware, food utensils 

Pottery products, n.e.¢c_......----.- = 

Primary copper 

Primary lead 

Primary zine 

Primary aluminum... 

Primary nonfarrous metals, n.e.c_ _- 

Sewing machines ......-.....---... 





Watches and clocks- ----.-- Sa 
EE I iniwacdcdittednewecwes 
Lapidary work ___- Soakdnakeoes 
Musical instruments, n.e.c.....-- 
Artificial fiowers_...- = 
Cork products... .__- 

Furs, dressed and dyed 


1 Source of data on imports: Special tabulation prepared by the Foreign Trade Division of the Bureau of 
the Census for the Bureau of Labor Statistics, U.S. Department of Labor, based upon recodes of import 
classifications by the Bureau of Labor Statistics to standard industrial classification product groups. 
Figures are reported foreign port values. 

*4 company ratios based on product value of shipments, 

*In retabulating by standard industrial classification the following import categories with the specified 
values were treated as 2062, cane sugar refining: Cane sugar 100° sugar polarized, $48,000,000; cane sugar 98°, 
$92,000,000; cane sugar 97°, $105,000,000; and cane sugar 96°, $162,000,000. 

‘ Value of shipments is not shown in the 1954 census for these 4-digit product groups because of extensive 
duplication resulting from the fact that some of the products of the 4-digit category are used as materials or 
components in peednetion of products in the same 4-digit classification, Concentration ratios were not 
computed for such cases. These 2 products are listed because imports are known to be higher than 10 
percent, 

* Concentration ratio not shown to avoid disclosing figures for individual companies. 
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Changes in concentration 


One of the questions of concern to students of industrial organization is 
whether concentration in industry is increasing or decreasing. Professor Adel- 
man has noted that the increase in the share of total value added for the lead- 
ing 50 firms in 1947 from 17 percent to 23 percent for the leading 50 compa- 
nies in 1954 is due to the participation of the few largest firms in industries 
which grew more rapidly in this 7-year period than other industries in the 
manufacturing sector." An overall measure of change in concentration has been 
computed from 1947 to 1954 by averaging the four company concentration ratios 
for both years. Ratios for four companies based on value of shipments (value 
added for a few industries) are available for both years for 375 industries. In 
computing these averages each industry has been weighted by the employment 
in the industry. Both 1947 and 1954 employment weights have been used with 
the following results: 


Concentration ratio 


1947 1954 


1947 weights 35.9 
1954 weights 35.3 


The 375 industries included in these averages had 85 percent of the total em- 
ployment in all manufacturing establishments in 1947 and 82 percent of the 
total in 1954. 

Table 5 presents averages by 2-digit major industry group for the 375 indus- 
tries using both 1947 and 1954 employment weights. It will be noted that the 
difference in weights affects the results as to direction of the change only for 
the 25 group, ignoring the trivial change for the 26 group. A simple frequency 
distribution for these 2-digit average concentration ratios shows the following: 


1947 weights: | 1954 weights: 
Number of | Number of 
industry industry 
groups groups 


Increases of 6 or more percentage points_-_-.--....--- Weise ack ee 
Increases of 4 or 5 percentage points 7 

pnoreases of Z or 3 percemtake points..............................-...-.... 
Changes of +1 to —1 percentage points. .__- 

Decreases of 2 or 3 percentage points 

Decreases of 4 or 5 percentage points 

Decreases of 6 or more percentage points. 


Average concentration weighted by value added by manufacture has also 
been computed. The results for 375 industries are similar to those obtained 
from weighting by employment. 


1947 con- 1954 con- 
centration centration 
ratio ratio 


1947 weights 
1954 weights 


“A Current Appraisal of Concentration Statistics,” M. A. Adelman, pp. 6 and 7, paper 
prepared for American Statistical Association meeting, Sept. 10, 1957. 
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TABLE 5.—Comparison of 4 company value of shipments concentration ratios in 
1947 and 1954 by major industry groups 


1947 employment weights: | 1954 employment weights: 
Concentration ratio (as Concentration ratio (as 
Major industry group percent) percent) 


1947 


| 





Food and kindred products 

Tobacco manufactures. ........-.--..------ 
Textile mill products 

Apparel and related products 

Lumber and wood products. 

Furniture and fixtures_-_-....... 

Pulp, paper and products 

Printing and publishing---. 

Chemicals and products... 

Petroleum and coal products- 

Rubber products 

Leather and leather goods 

Stone, clay, and glass products. 
Primary metal industries. 

Fabricated metal products 
Machinery, exc. electrical 

Electrical machinery 

Transportation equipment 
Instruments and related products-_-_- 
Miscellaneous manufactures__.......-. 
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Comparison of 4-digit product and 5-digit product concentration ratios 


A factor which frequently needs to be taken into account in using the con- 
centration ratios computed by the Census Bureau, at the request of the Senate 
Subcommittee on Antitrust and Monopoly, concerns the classification system. 
The general “Standard Industrial Classification” was the basis for these tabu- 
lations and was the basic framework for the 1954 census classifications. Both 
the subcommittee and Census Bureau reports carefully noted this limitation. 

Among the data compiled at the request of the Senate subcommittee, both 4 
digit product (425 classes) and 5-digit product (1,023 classes) were included. 
It is to be expected that the more detailed classifications would, in general, yield 
higher concentration ratios. How much: higher and how great is the variation 
in concentration ratios for the 5-digit products of a 4-digit product group is the 
significant consideration. Weighted (value of shipments) averages for the 4- 
and 5-digit products of 46 industries“ based on four company value of ship- 
ments concentration have been computed. The averages for the four company 
ratios are as follows: 4-digit products, 26 percent; 5-digit products, 33 percent. 
In 28 of the 46 industries, the 4-digit product group is equal to the 5-digit product 
class. Omitting these products, averages for the 4-digit codes and for the 5- 
digit codes are 24 and 31 persent, respectively. 


2 Two of the industries in the 48 industry sample were omitted. One of the industries 
(2395 Tucking, pleating, and stitching) falling in our sample is a service industry having 
no products. In the other case the four-company concentration ratio for one of the 5-digit 
products was a disclosure. 
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The variation in the concentration ratios of a 4-digit product group and its 
5-digit classes are rather striking in some instances. Some examples of products 
from the industries in our sample are noted below: 


Title of product Concentration ratio 
(4 companies) 





3613 Electric measuring instruments 

36131 Integrating instruments, electric 

36132 Test equipment, circuit and motor 
36133 Other electrical measuring instruments 
3821 i 

38211 Aircraft and nautical instruments, except flight 
38212 Integrating meters, nonelectrical type 

38213 Industrial process instruments duaienz vf 
38214 Motor-vehicle instruments, except elec tric 
38215 Automatic temperature controls. = saeeaen : : 
38216 Other mechanical measuring ORION «ox oasd stcSsocacnceccauseeaey Lieabez 
2095 Flavorings.....---- $e 
20951 Flavoring extracts emulsions, and other flavors _ 
20952 Beverage bases, except sirups.- : 

20953 Flavoring sirups, soft drink -__- Scans caeSs - eeepc 
20954 Other flavoring agents, exc ept choe olate sirup poe eR eli cee roa ae aaah ae ee 








The data shown above have been selected to demonstrate the varying con- 
centration ratios which arise from the use of different classification structures. 
A classification of the manufacturing sector into groupings specifically designed 
for the computation of concentration ratios would probably range from com- 
binations of two or more 4-digit categries to separate recognitin of a 7-digit 
prduct as the appropriate level for the tabulation of concentration. It is most 
difficult to speculate about the results that would be obtained from such 
computations. 

ENTERPRISE-ESTABLISHMENT STATISTICS PROGRAM 


Included in the 1954 Censuses of Business, Manufactures, and Mineral Indus- 
tries, is a program to develop company tabulations. The primary concern is 
not merely to develop another set of data for companies. Rather, the objective 
of the program is to describe the establishment composition of large firms. 
This program will provide, on an overall basis, figures from an authoritative 
source which can be used in studies of diversification, integration, and ownership 
characteristics of operating establishments and industries. While a number of 
tabulations by enterprise size and by other enterprise characteristics are in- 
cluded, the key tables are cross tabulations of enterprise and establishment 
data and vice versa. These tables are rather complex and we have always 
found them difficult to describe without exhibits. Tables for a fictitious industry 
are attached. The tables shown in the sample are on a 4-digit industry by 
4-digit industry cross classification. It is not definite at this point whether 
the final results will be shown in this manner or by other arrangements such 
as 3 digit by 3 digit, 2 digit by 4 digit, or 2 digit by. 2 digit. Sample tabulations 
are being prepared from which a determination of the final publications plan 
will be made. In developing this program, the Census Bureau has been assisted 
by an advisory committee of outstanding scholars in the field of industrial 
organization. 

Table 6 is an establishment by enterprise classification. It will permit analysis 
to study various aspects of the industrial structure such as: The primary ac- 
tivity of the firms that own establishments in an industry; the degree to which 
plants in an industry are part of integrated firms; and the overlap of firms 
betwen industrial sectors or industry divisions. Table 7, also an example for 
purposes of describing the program, is the reverse of the previous table. That 
is, it is a classification of enterprise by establishment. This table will show 
the degree of diversification of enterprises and the nature of the diversification. 
It will also provide new information on integrated operations of enterprises by 
industry. 

This program was feasible, in large measure, because the 1954 censuses were 
processed on the Census Bureau electronic computer, Univac. The high-speed 
data processing abilities of such equipment made it possible to perform the 
complex coding, arranging, and tabulating operations required for this pro- 
gram. It is unlikely that the program would have been undertaken if such 
equipment had not been available. 
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Another phase of the Census Bureau’s enterprise-establishment statistics 
program is an attempt to achieve a bridge between the Internal Revenue Serv- 
ice financial data published as Statistics of Income and the census establishment 
figures. Here too, the results sought are best understood by considering a 
fictitious industry as in table 8. 

The Internal Revenue Service link tabulation has always been considered ex- 
perimental because of the extreme difficulty in correctly matching IRS tax 
reporting units and the comparable Census establishments. All of us in the 
field of data compilation know that large-scale, manual matching attempts are 
expensive as well as extremely difficult and frequently yield large elements of 
unresolved cases. In this instance the matching requirements are particularly 
difficult because the reporting units being matched are different, and there is no 
data item readily available which is precisely common in both sets of records. 
In this program we are attempting to match roughly 10,000 IRS companies or 
tax reporting units. These are the largest firms in the industries covered in 
the 1954 censuses. At the present time the matching operation is underway 
and it is too early to say whether a sufficient volume of cases will be matched 
to justify compilation of the results. 

Should this work provide satisfactory coverage of all industries or even a 
number of the larger industries, we believe that a significant achievement will 
have been made. The analyst of financial data for corporations will be able to 
make better use of company-type measures, such as assets, depreciation, profits, 
liabilities, ete. The staff of the Statistics Division of the Internal Revenue 
Service has participated with the Census Bureau staff in all phases of the plan- 
ning of this program. 


TABLE 6.—Establishment statistics by industry classification, further classified by 
primary industry of owning enterprises, 1954 


[Money figures in thousands] 


Number Expendi- 
Establishments by enterprise of estab- | Number Ship- Value | tures for 


classification lish- of em- Payroll | ments added j|plant and 
ments | ployees equip- 
ment } 





Total... ‘ne 490 78, 000 | $365,000 | $980,000 | $525,000 | $125, 000 


Single establishment enterprises--.-_-.--~-- 190 12, 150 54, 490 149, 500 84, 370 
Single industry multiestablishment enter- 
prises Z era oa 
Multi-industry enterprises: 
ZZZZ industry ! wi . 5 19, 160 85, 080 195, 700 96, 100 
Steel works and rolling mills ; ! 7,450 36, 205 98, 770 £9, 080 , 5! 
Heating and cooking equipment. - 37 18, 035 89,120 | 215,900 122, 300 31, 100 
Air conditioning and commercial re- 
frigeration equipment-_. ied 7, 150 32, 610 96, 800 42, 40 8, 450 
Nonferrous foundries... .- 2) 950 5, 060 19, 340 12, 020 4, 038 
All other manufacturing industries___. 5 1, 880 9, 620 25, 450 14, 700 4,770 
Iron ore mining_-_- i 375 1,540 4,010 1,995 546 
Other mining industries_-_. | 762 3, 080 9,480 | 4, 605 1,400 
Heating and plumbing equipment | | 4 
retail stores_. a et 1,790 8, 900 26, 520 12, 850 3, 804 
Other retail industries_ - -_ 288 1,395 4, 490 | 2, 780 712 


8,010 37,900 | 134,040 71, 800 








! Assume this is a metal fabricating industry. 


NoTE.—The figures shown as the total line are the published totals as tabulated and published for the 
industry. The balance of the table distributes these industry totals by the primary classification of the 
Owning industry and by typz of enterprise. 
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ADMINISTERED PRICES 


{From Purchasing News, Jan. 12, 1959] 


ComprtiTtion—Dokss Ir Exist 1n Stee. Buyinc? 


This important question is discussed in the following Purchasing 
News feature by Roger Blough of United States Steel, and Senator 
Estes Kefauver. In a recent speech, “Price and the Public Interest,” 
Roger Blough, chairman of the board, United States Steel Corp., 


explains pricing in the steel industry. 


Because many of the com- 


ments made by Mr. Blough were leveled at Senator Kefauver, com- 
parable space was requested in Purchasing News to present his point 
of view. Agreement to present the Senator’s views was made on the 
stipulation that both sides of the question be presented side by side. 
We sincerely believe this important material is “must” reading for 


purchasing agents. 
BioveH Says— 


Roger M. Blough, chairman of the 
board, United States Steel Corp., began 
his discourse with introductory remarks 
to his audience. 

* * * Nevertheless, perhaps I’d bet- 
ter begin by saying to you gentlemen, 
very simply and very sincerely, that I 
would like never to see another price 
go up. 

Like all of you here—and like every 
other businessman in America—I am 
deeply disturbed by the steady postwar 
upsurge in the prices of both goods and 
services. I am even more disturbed by 
the persistent inflation that has caused 
those prices to rise. I am equally dis- 
turbed by the headlong increase in wage 
costs which has contributed so impor- 
tantly to the inflationary spiral. I am* 
further disturbed by the skyrocketing 
price of Government and by the conse- 
quent Federal deficit which is a major 
source of this inflation. But, most of 
all, I am disturbed by what appears to 
be a conscious or unconscious campaign 
of misinterpretation, and even repre- 
sentation, the purpose of which is to 
place all blame for the inflation upon 
the pricing policies of American indus- 
try. In fact, “disturbed” is an inade- 
quate word to describe my reaction to 
what frequently amounts to a campaign 
of calumny peddled from high places 
by those who pose as defenders of the 
public interest. 


Mistaken champions 


Thus far, these mistaken champions 
of the public interest have concentrated 
their attack primarily upon three in- 
dustries—steel, automobiles, and oil— 
but if pursued, the natural results of 
this campaign will be to inflame public 


KEFAUVER SAYsS— 


Senator Estes Kefauver, of the sub- 
committee investigating pricing, told 
Purchasing News: 


Mr. Blough’s speech is an important 
address in that it represents the ap 
proach which apparently has been de- 
cided upon by the management of the 
Nation’s third largest industrial corpo- 
ration to questions raised by a congres- 
sional committee—in this instance the 
Senate Subcommittee on Antitrust and 
Monopoly of which I have the honor to 
be chairman, The questions raised were 
important to the economy, to steel con- 
sumers, and to the general public; they 
included such important issues as: (1) 
IIow could prices rise in the face of de- 
clining demand and substantial excess 
capacity? (2) Why did each of the 
steel companies, some of which appear 
to have lower costs than United States 
Steel, raise their prices by the same 
amount and to the same level as United 
States Steel? (3) What is the explana- 
tion for bids identical to the thousandth 
of a cent? (4) To what extent was 
the price increase justified by the in- 
crease in labor costs? What is really 
significant about Mr. Blough’s speech is 
that it apparently represents a consid- 
ered decision not to discuss these and 
related issues on the basis of reason 
and logic, but rather simply to malign 
the subcommittee with misinterpreta- 
tions and distortions. To those whose 
hope for the future is based upon man- 
kind’s ability to solve his problems ob- 
jectively, this is a saddening state of 
affairs. But it makes all the more neces- 
sary the task of setting the record 
straight, which I shall now attempt 
to do. 





ising 
ator 
rest,” 
OTP, 
com- 


com- 
point 
n the 

side, 
¢ for 


e€ 8ub- 
, told 


wortant 
he ap 
en de- 
of the 
corpo- 
ongres- 
ice the 
ist and 
onor to 
> were 
2e] con- 
ce; they 
as: (1) 
e of de- 

excess 
of the 
appear 
| States 
e same 
. United 
‘xplana- 
usandth 
ont was 
the in- 
s really 
peech is 
- consid- 
ese and 
* reason 
» malign 
ferpreta- 
se whose 
yon man- 
lems ob- 
state of 
yre neces 
e record 
attempt 
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BLoueH Says—Continued 


opinion against business generally and 
eventually to lay the groundwork for 
someone seizing an ever-larger measure 
of control over its affairs. 

So I would like, today, to talk with 
you for a little while about this matter 
of price and the public interest—to 
examine with you some of the aspects 
of this propaganda campaign as it has 
been applied to steel, and to discover, if 
we can, whose public interest our at- 
tackers are serving. 

Now the theme song of the campaign- 
ers, of course, is that a rise in the price 
of steel is little less than a national 
calamity. It makes no difference how 
small the price increase may be, nor 
how inadequate it is in the face of the 
ballooning costs of both wages and ma- 
terials. Any price increase of any size 
is immediately denounced as unjusti- 
fied. The campaigners proclaim that it 
will touch off another disastrous round 
of inflation and that it will cause con- 
sumers to “sit on their hands” and thus 
plunge the Nation back into the reces- 
sion from which it is just now emerg- 
ing. In short, they chorus that rising 
steel prices are the cause of inflation, 
recession, and all other economic ills. 

And this—to put it as politely as I 
can—is a fairy tale. You might even 
say that it is a Grimm fairy tale. Let’s 
look into it a bit. 

Last year, in preparing to launch its 
attack upon the steel industry, the 
Antimonopoly Subcommittee of the U.S. 
Senate carefully picked a number of 
economists to come before it and show 
how the so-called administered prices 
of business had caused inflation. The 
experiment was not an unqualified suc- 
cess from the committee’s point of view 


Accusing finger 


Several of the economists pointed an 
accusing finger at “administered wages” 
and other rising costs; and one of the 
group, Prof. Richard Ruggles of Yale, 
presented an exhaustive study of the 
Government’s cost of living index which 
revealed this challenging fact: That 
since 1951, the price of products—or 
things—has risen only 2 percent, while 
the price of services—or nonthings, 
such as transportation, medical care, 
laundry, haircuts, rent, and so on—had 
risen 21 percent. In other words, the 
rise in the price of all the manufactured 
articles and other things that people 
‘bought had been negligible. And hav- 
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KEFAUVER Says—Continued 
Not too subtly 


The principal theme of Mr. Blough’s 
speech is that in addressing itself to 
the recent price increase in the steel 
industry, the subcommittee deliberately 
ignored the fact that wages had been 
increased. It is inferred, but not too 
subtly, that this was done for political 
purposes. Mr. Blough states that when 
the contract with the union was signed 
2 years ago, it was obvious that the 
wage increases agreed upon would re- 
quire increases in prices. Yet, he says, 
“But the very same Senators who are 
now crying havoc at the rise in steel 
prices were strangely silent then.. Did 
any one of them ever raise his voice 
against these inflationary wage de- 
mands? Did any one of them even 
faintly suggest that such wage demands 
might not be entirely in the public in- 
terest? No; there wasn’t so much as a 
whisper from them.” May I point out 
that at that time no inquiry was being 
made of administered prices in the steel 
industry and that the facts on which to 
base an evaluation of wage-price 
changes were not being gathered. In 
the absence of any factual basis I con- 
sidered it inappropriate then, as I 
would in any similar situation, to com- 
ment on whether a price increase was 
justified by a wage increase. 

One year later, however, we did begin 
an inquiry into the matter in the course 
of which we gathered the facts on the 
wage-price increase in 1957. As Mr. 
Blough well knows, far from ignoring 
the wage issue, the subcommittee spent 
many days in examining the question 
of the extent to which the 1957 price in- 
crease reflected the wage increase. The 
facts indicated that the price increase 
was at least twice the increase in wage 
costs. It is these facts, which he has 
been unable to refute, that are the real 
cause of Mr. Blough’s present unhap- 
piness. 


Astonishing observation 

Mr. Blough then goes on to make the 
astonishing observation that our failure 
to object to the wage-price settlement in 
the steel industry in 1956 is paralleled 
by the subcommittee’s indifference to 
the cost-price situation in the automo- 
bile industry. Referring to the conflict 
between the union and the automakers, 
Mr. Blough states that the Senate sub- 
committee has been looking “with 
studied care in some other direction.” 
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ing presented this evidence, Dr. Rug- 
gles concluded with these significant 
words—and I quote them exactly from 
the record. He said: 

“It is not possible to maintain, in 
view of the statistical evidence, that 
administered prices have been primar- 
ily responsible for the inflationary 
spiral.” 

Now it may surprise you to learn 
that—through some mystifying over- 
sight of its staff, no doubt—the ma- 
jority report of the committee fails even 
to mention Dr. Ruggles’ testimony. 
Perhaps the committee majority felt 
that the facts he presented were not in 
the public interest. 

Also in the same committee record 
are facts from a similar study which 
was published in the New York Times 
last year. They show that while the 
price of steel had increased 14 percent 
since 1951, the price of household ap- 
pliances, such as washing machines and 
the like, had actually declined by 13 
percent during the same period. And 
in this connection the Times made a 
statement that is at once so true and 
so astonishing, that again I want to 
quote it verbatim. Said the Times: 

“Though it may seem surprising, the 
price of steel could practically double 
and the cost of living would hardly 
show it.” 

And, gentlemen, do you know that 
by the strangest of coincidences, that 
evidence is nowhere mentioned in the 
majority report of the committee 
either? 

But even more puzzling to me, is 
what I might call the strange case of 
the forgotten price reduction. 

Some of you may recall that just 10 
years ago this summer—in what was 
then hailed as an outstanding act of 
industrial statesmanship in a period 
of serious inflation—United States 
Steel refused a wage increase to its 
workers and reduced the price of steel 
by amounts ranging up to $5 a ton on 
those products which might be ex- 
pected to produce the most immediate 
effect upon the consumer’s pocketbook 
and the cost of living. 

At that time the cost of living was 
rising at a frightening rate—fully four 
times as fast, in fact, as it has during 
the past year. And do you remember 
what happened to it after the price 
cut? 
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KEFAUVER Says—Continued 


This may come as a surprise to officials 
of the automobile companies, to the 
union, and to outside experts who have 
spent many days this year testifying be- 
fore the subcommittee on the general 
wage-cost-price-demand situation in the 
automobile industry. For Mr. Blough’s 
information those hearings, running to 
several volumes, will shortly be pub- 
lished. 

Mr. Blough’s contention that I am 
concerned only with price increases and 
“studiously” ignore wage increases is 
false, and Mr. Blough knows it to be 
false. Beginning in the later part of 
May of this year, I made a speech on 
the steel price situation virtually every 
day on the Senate floor. During these 
speeches I repeatedly addressed myself 
to the forthcoming wage increase in the 
steel industry. On May 22 I sent a let- 
ter to the President urging him to adopt 
voluntary measures to halt the inflation- 
ary spiral and calling his attention to 
the success with which voluntary meas- 
ures had been used in the early years of 
World War II to stabilize prices and 
wages. Among the steps taken then, 
whose use at this time I urged upon 
President Eisenhower, were “efforts to 
persuade labor that for the welfare of 
the economy they should hold the wage 
line and avoid inflationary wage in- 
creases.” In this letter, which was 
made part of the public record on June 
13, I made my position on the wage 
question crystal clear, stating: “I have 
eVery hope and belief that a program 
designed to stabilize prices through 
voluntary means will receive the full co- 
operation of labor. If labor organiza- 
tions were to persist in demands which 
exceed productivity gains and require 
significant increases in prices, the spot- 
light of publicity should be turned on 
them.” On June 20 I sent telegrams to 
Mr. Blough and Mr. David McDonald, 
president of the United Steelworkers, 
outlining to both the dangers of a steel 
price increase and asking them to attend 
a conference which I hoped would be 
called by President Eisenhower to work 
out a voluntary program on wages and 
prices. Although President Eisenhower 
never did call the conference, David Mc- 
Donald of the Steelworkers in his reply 
to me stated that he would be glad to 
participate. Again, on August 4, the 
majority of the members of the subcom- 
mittee joined together in urging the 
President “to call a conference of repre- 
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Well, it went up still faster, the 
march of inflation was not even fazed 
by the steel price reduction. It moved 
on, unabated; and within a few 
months, United States Steel had to 
raise wages, rescind the reduction, 
and increase its price in a belated ef- 
fort to eatch up with the tail end of 
the wage-cost procession that had al- 
ready passed it by. 

And then an interesting thing hap- 
pened. No sooner had steel prices been 
raised than the cost of living began to 
drop. Month after month it went 
down until it reached the lowest level 
in 22 months. So here was a kind of 
laboratory test, if you will, which 
disproved completely the fairy tales 
that the campaigners keep telling. The 
whole story, fully documented, was pre- 
sented in evidence to the Senate com- 
mittee, and the senior Senator from 
Tennessee, as chairman of the group, 
was present and heard the entire testi- 
mony regarding this price reduction. 

Yet the Congressional Record shows 
that on July 30 a member of the com- 
mittee rose on the floor of the Senate 
and said: 

“T should like to ask one more ques- 
tion of the distinguished Senator from 
Tennessee. Does he remember any tes- 
timony that the steel companies have 
ever reduced their prices?” 

To which Senator Kefauver replied: 
“I do not remember any.” 

Now I would not want to overempha- 
size this lapse of memory nor to ex- 
amine too closely its relationship to the 
public interest. I would merely point 
out that certainly it served the interests 
of those who would confuse the Ameri- 
can people into believing that there is an 
immediate and inseparable cause and ef- 
fect connection between steel prices and 
the cost of living—that a steel price 
increase is the cause and a rise in the 
cost of living is invariably the effect. 

No; the campaigners go merrily 
along, dinning their theme song into our 
tired ears. They tell us that the higher 
cost of steel will raise the price of 
everything from tractors to hairpins; 
that it will boost the price of every- 
thing from automobiles to safety pins; 
and they express concern about the 
price of appliances and bobbypins. 

Now this universal preoccupation 
with the price of pins embraces an emo- 
tional appeal that is surefire stuff. You 
know the ancient tale, “For the want of 
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sentatives of industry and labor to for- 
mulate a wage-price program to arrest 
what appears to be developing into a 
permanent inflationary trend, which 
continues unabated regardless of 
whether the economy is in a state of 
prosperity or recession.” We empha- 
sized that “important as are the inter- 
ests of both industry and labor, they are 
secondary to the public interest.” 

This, I surmise, is what rankles Mr. 
Blough. It is not that we have been 
ignoring the wage question—a charge 
which he knows is not true. It is that 
we have emphasized that the public in- 
terest is paramount to the interests not 
only of labor but of industry as well. 

A ecorrollary line of argument ad- 
vanced by Mr. Blough is that the sub- 
committee is opposed to profitmaking. 
We stand accused of being in favor of 
“a dangerous philosophy of a profitless 
profit system.” Criticism of a price 
increase as exorbitant is made the 
equivalent of an attack upon our Ameri- 
ean free enterprise system. This is a 
level to which I never thought Mr. 
Blough would sink. Again, my position 
on profits has repeatedly been made 
clear. Thus, on June 18, I said in a 
speech on the floor of the Senate: 

“To resolve any possible confusion 
that might arise on this point, I wish to 
make it abundantly clear here and 
now that I am not opposed to profit- 
making by the steel companies or any 
other companies. Indeed, I wish that 
the steel companies had made greater 
profits than was actually the case last 
year. Those of us who are concerned 
about the price behavior of the steel 
industry and its possible consequences 
are not concerned with how much 
money the steel companies make; what 
does concern us is how they make their 
profits.” 


Two ways of making profits 


I then went on to point out that there 
are two ways of making profits: The 
old American way, epitomized by the 
elder Henry Ford, of low unit profits 
and high volume and the European car- 
tel pattern of low volume and high unit 
profits. What concerns me is the danger 
that certain concentrated American in- 
dustries such as steel may be adopting 
the cartel method. Mr. Blough speaks 
of the work of the subcommittee “as 
alien to our American constitutional 
concepts.” What is really alien to 
American concepts is the replacement 
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a nail, the shoe was lost.” And what 
could be lost for the want of a safety 
pin is almost too horrendous to con- 
template. 

But be of good cheer, gentlemen. The 
Nation is not yet undone. I am happy 
to inform you that, according to the 
Government’s wholesale price index, the 
price of fasteners, including safety pins, 
hairpins, bobby pins, and zippers, has 
declined more than 14 percent in the 
past 10 years. 

So let’s face up to the facts. 

And the fact is that in making all 
of the millions of products that they 
turn out, American manufacturers use 
many thousands of kinds of different 
materials, one of which is steel. The 
fact also is that when the price of any 
of these materials goes up, the manu- 
facturer’s costs go up accordingly ; and 
that somehow under our competitive 
system he must meet these higher costs 
or go broke. The fact is further that 
American manufacturers have done a 
magnificent job of offsetting much of 
this higher cost through research, im- 
proved technology, and the investment 
of vast sums of money in new, more, effi- 
cient tools of production. So instead of 
being pyramided and passed along to 
the consumer—as the campaigners tell 
us they are—these costs have been ab- 
sorbed in large measure. 

But the most important fact, of 
course, is that the intrinsic or basic cost 
of the materials that go into all of the 
products that are made in America is 
only a small percentage of the total cost 
of those products. 

Commenting on the price of steel, the 
other day, an official of the Ford Motor 
Co. was quoted as saying: “Labor costs 
mean more to the auto industry than 
material costs. About 80 percent of 
what you pay for a car goes for labor 
and only about 20 percent for ma- 
terials—including steel.” 

And that, of course, is not only true 
of automobiles, it is true throughout in- 
dustry generally. 

If you took all of the products that 
are made in America, put them in one 
huge pile, and added up the price tags 
on the lot, upward of three-quarters of 
this total value would represent the em- 
ployment costs that were incurred all 
along the line of production. The re- 
maining quarter or less would cover not 
only the basic cost of all the raw ma- 
terials, but would also pay for the ren- 
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of the traditional American method of 
profitmaking by the restrictive method 
of high prices and limited production 
and employment. That this has in fact 
been taking place in the steel industry 
is indicated by the ability of the steel 
companies to realize favorable profit 
showings while operating at relatively 
low levels of production. For example, 
in the first half of 1958 the profit rate 
after taxes on stockholders’ invest- 
ment for United States Steel was 9 per- 
cent on an annual basis. This is about 
the same level as the company enjoyed 
in such “‘good” years in the past as 1924, 
1925, 1928, 1949, and 1954. The one 
great difference, however, is that in 
order to attain this profit rate in the 
past United States Steel had to operate 
at 75 to 85 percent of capacity. Now 
it is able to achieve the same profit 
percent of capacity. How many others 
can make that claim? 

In his speech, Mr. Blough cites the 
decline in profits between 1957 and 1958 
as proof of the incorrectness of the sub- 
committee’s conclusions. Mr. Blough 
knows that profits in the steel industry, 
as in most other industries, are de 
termined to a considerable extent by the 
level of production. He knows that be- 
tween 1957 and the first half of 1958 the 
operating rate of United States Steel 
Corp. fell from 85 to 54 percent. He 
knows that as a result a decrease in 
profits was inevitable. Yet, without 
mentioning the decline in production, he 
‘draws from the decline in profits the in- 
ference that the price increase was 
fully justified and that indeed an even 
greater price increase would have been 
in order. 

That the industry’s price increase in 
1957 was greater than its cost increase 
is made abundantly clear by the fact 
that those steel companies which suf- 
fered a decline in production main- 
tained or even increased their profits, 
while those which maintained their 
production at about the same rate 
showed sharp increases in their profits. 
An extreme example is the case of 
Jones & Laughlin Steel Corp., which, 
between 1956 and 1957, suffered a de- 
cline in its percent of capacity operated 
from 97 to 88 percent; yet its net 
profits after taxes actually rose from 
$45.1 million to $45.5 million. Youngs- 
town Sheet & Tube had a decrease in 
its operating rate from 94 to 82 per- 
cent; yet its net profits remained vir- 
tually unchanged at $43.2 million in 
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tal of the property, the interest in debt, 
and the dividends that pay for use of 
all of the tools of production that were 
employed in the manufacture of those 
products. 

Insignificant in comparison 

So the truth of the matter is that the 
effect of a rise in the price of steel—or 
of any other material—is so insignifi- 
cant in comparison to the overwhelm- 
ing importance of a rise in wage costs, 
that it is not—and never can be—a con- 
trolling, or even a dominant, factor in 
the price of finished articles. 

And this, of course, is precisely the 
fact that certain members of the Sen- 
ate Antimonopoly Subcommittee have 
been trying so successfully to ignore. 

When the steel companies—after a 
costly 5-week strike—reluctantly signed 
their present labor agreement with the 
union, 2 years ago, everyone knew that 
the annual boosts in employment costs 
provided in that contract could not pos- 
sibly be absorbed through an improve- 
ment in what some people call produc- 
tivity, and could, therefore, only be met 
by a rise in prices. There was no secret 
about that. You knew it, we knew it, 
the union knew it, the public knew it, 
and the Government knew it. But the 
very Same Senators who are now cry- 
ing havoe at the rise in steel prices 
were strangely silent then. Did any of 
them ever raise his voice against these 
inflationary wage demands? Did any 
one of them even faintly suggest that 
snch wage demands might not be en- 
tirely in the public interest? 

No; there wasn’t so much as a whis- 
per from them. 

Ever since last spring the automobile 
companies here in Detroit have been 
fighting to hold the wage-price line, 
knowing what the effect of the union’s 
wage demands would be on the price of 
the 1959 models. But they have been 
fighting alone while the Senate subecom- 
mittee looks with studied care in some 
other direction. 

So here we find an interesting study 
in practical politics. The committee 
majority professes to be amazed by the 
fact that industrial prices have risen 
at a time when demand was falling off 
in the marketplace. This, they say, is 
in defiance of all of the natural laws of 
‘economics; and they try to conjure up 
evidence to show that big, bad business 
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1956 and $42.5 million in 1957. United 
States Steel Corp., it happens, had ex- 
actly the same operating rate in 1956 as 
in 1957—85.2 percent: yet its profits 
rose from $348 million in 1956 to $419 
million in 1957—an increase of 20 per- 
cent. Bethlehem Steel Corp. had about 
the same operating rate in both years— 
91.6 in 1956 and 93.3 in 1957; yet its 
net profits rose from $161.4 million in 
1956 to $191 million in 1957—an in- 
crease of 18.3 percent. 

Third line of attack 

In addition to criticizing the sub- 
committee for ignoring the wage in- 
crease and opposing the profit system, 
Mr. Blough draws a third line of at- 
tack in which he seeks to demonstrate 
the ineffectiveness of steel price re- 
ductions in stemming the rise in the 
cost of living. According to Mr. 
Blough’s account—which does not suf- 
fer from any undue modesty—United 
States Steel in 1948 tried to play the 
role of “industrial statesmanship.” 
The company “refused a wage increase 
to its workers and reduced the price of 
steel by amounts ranging up to $5 a ton 
on those products which might be ex- 
pected to produce the most immediate 
effect upon the consumer’s pocketbook 
and the cost of living.” 

But with what results? Mr. Blough 
says, “The march of inflation was not 
even fazed by the steel price reduction. 
It moved on, unabated; and within a 
few months, United States Steel had to 
raise wages, rescind the reduction, and 
increase its prices in a belated effort to 
eatch up with the tail-end of the wage- 
cost procession that had already passed 
it by.” Moreover, although this story, 
according to Mr. Blough, was presented 
to the subcommittee in my presence, I 
disclaimed knowledge of it on the Sen- 
ate floor. In response to a question of 
whether I remembered “any testimony 
that the steel companies had ever re- 
duced their prices,” I replied, “I do not 


remember any.” 


Thus the story is complete: United 
States Steel tried to arrest the rise in 
the cost of living by reducing steel 
prices; the effort failed; and on top of 
that I stand convicted of not being in 
good faith. It is a nice, neat story, com- 
plete with punchline. Its only flaw is 
that it bears only a passing resemblance 
to the truth. 
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monopoly has caused this unusual phe- 
nomenon. 


Unique phenomenon 

Yet with astonishing success, they 
have diligently failed to recognize a 
truly unique economic phenomenon 
which clearly accounts for the first: 
The fact that wage costs have never 
stopped their upward push, even 
though there are 5 million unemployed. 
Could it possibly be that this strange, 
and economically inexplicable behavior 
of wage rates has had, in baseball lan- 
guage, an aSsist from the massive power 
over costs—and therefore, prices— 
which Congress itself has conferred 
upon the great national unions? 

I merely ask. 

Gentlemen, this subcommittee has 
spent hundreds of thousands of dollars 
of Federal funds to investigate prices 
in some of our major industries; and 
I am sure that the companies which 
have been hailed before it have, to- 
gether, spent many times that sum in 
preparing and presenting every fact and 
figure about their business that could 
be meaningful and legitimately helpful 
to the committee. 

Had the committee used this material 
in a real, unbiased, scholarly and non- 
political effort to enlist the American 
people in an all-out attack upon infla- 
tion at its actual sources, every penny 
of this money would have been well 
spent, and the investigation would have 
performed a great service to the Nation. 
But the committee majority has chosen 
instead an opposite course, some of the 
reasons for which we can only surmise. 

This political world being what it is, 
it could hardly be expected that the 
members of the committee majority 
could find the time or the inclination to 
point out that a basic source of the 
present inflation lies in the fiscal ac- 
tion of a congress which, in 2 years, 
has raised the price of Government by 
$10 billion, and has left behind it a $12 
billion deficit—an action which is cer- 
tain to give inflation an added boost. 

Neither, I suspect, would it be in the 
personal political interest of the com- 
mittee majority to expose the extent to 
which the leadership of labor has been 
responsible for rising prices. 

So the committee majority has chosen 
to devote its resources to antibusiness 
attacks on industrial profits—attacks 
which have already stimulated consid- 
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Let us take a look at that 1948 price 
reduction. True, there was a reduction 
in the price of finished steel. Between 
April and June the composite price of 
finished steel published by Steel maga- 
zine declined by 1 percent—hardly 
enough, incidentally, to have much ef- 
fect on the cost of living. It wasn’t 
much of a drop, but, as Mr. Blough says, 
a decline in the price of finished steel 
did take place. 

But this is only part of the story; 2 
months earlier, United States Steel had 
increased the price of semifinished steel. 
This steel purchased as raw material 
by small, nonintegrated steel companies, 
which they then process into finished 
steel products and sell in competition 
with the finished steel products of the 
big companies. Henee, these small 
producers are at one and the same time 
in competition with the integrated con- 
cerns in the sale of finished steel and 
dependent upon them for their supply 
of semifinished steel. By raising the 
price of the semifinished steel while 
holding the price of finished steel un- 
changed the big companies can put a 
“squeeze” on their smaller rivals. This 
is what actually happened in 1948. 


Squeeze was tightened 


In February the price of semifinished 
steel was raised substantially, the index 
of rerolling billets and slabs published 
by Iron Age rising 12 percent. The 
price of finished steel was held un- 
changed; 2 months later the squeeze 
was tightened, as United States Steel 
and the other big producers lowered 
the price of finished steel. This was 
the benevolent act of “industrial states- 
manship” referred to by Mr. Blough. 
The squeeze was eased some months 
later, not because United States Steel 
had regretfully concluded that a 1 per- 
cent drop in the price of finished steel 
had not arrested the rise in the cost 
of living, but because of the many pro- 
tests against this vicious, monopolistic 
maneuver from within the industry 
and from Congress. 

In March 1948, hearings were held 
by the Joint Economic Committee un- 
der the chairmanship of Senator Taft. 
The hearings reveal the Senator to have 
been highly critical of the big firms, 
particularly United States Steel, for 
having imposed the price squeeze on 
their smaller rivals. The testimony 
indicated that the smaller companies 
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erable discussion of peacetime price con- 
trols. Let’s look at a quick sampling of 
the kind of misinformation that the tax- 
payers are getting out of this committee 
for their money : 

The chairman of the committee keeps 
telling us, 12 months later, that the $6-a- 
ton price increase of last year has ac- 
tually cost the direct buyers of steel 
$540 million and that the cost to the 
consumer was undoubtedly pyramided 
to several times that amount. 


Room for improvement 


Passing the fact that there is con- 
siderable room for improvement in his 
level of arithmetical accuracy since the 
industry shipped just 64,308,000 tons of 
steel products in the period, the obvious 
purpose of the chairman is to leave the 
impression that the dollars from the in- 
creased price went into the steel com- 
panies’ pockets and somehow stayed 
there. Does he give equal billing to the 
fact that all the dollars going in went 
out, and more, too? And for what? Not 
for increased dividends, but to pay the 
increased wages and the other costs in- 
curred during the 12 months that have 
passed. Proof enough of this is the fact 
that the industry’s profit declined 50 
percent between the first half of last 
year and the first half of this. 

The chairman has also repeatedly 
stated that most of the wage increase 
which went into effect last July 1 would 
be offset by the longrun increase in la- 
bor productivity. Now, I don’t know, of 
course, just how long a run the Senator 
has in mind; but the longer we run, at 
the past rate of wage increases, the 
worse off we are; for the undisputed 
evidence in the record of the committee 
shows that during the past 17 years 
United States Steel’s employment costs, 
per man-hour, have gone up at an aver- 
age rate of more than 8 percent per 
year, while the Government’s own re- 
ports show that output per man-hour in 
steel has risen by less than 3 percent 
per year. And anyone, including the 
Senator from Tennessee, who can really 
absorb the 8 percent out of less than 3 
percent, is exactly the man our industry 
has been looking for, for years. 

But the Wonderland arithmetic of the 
committee reaches its most mystifying 
proportions when the Senator and some 
of his colleagues discuss steel profits. 
They say, for example, that the $6-a-ton 
price rise of last year was at least twice 
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were unable to absorb the price in- 
crease on semifinished steel and remain 
in competition with the big companies, 
The committee in its report states: 

“In the hearings held by this com- 
mittee under the chairmanship of Sen- 
ator Taft in 1948 the fact was brought 
out that the increases then promul- 
gated squeezed the independent fabri- 
eators. The results appear clearly in 
the profit records of the individual 
[steel] companies * * *” (8ist Cong., 
2d sess., S. Rep. 1373, p. 20). 

The only element in common between 
Mr. Blough’s fanciful account and the 
true record is that the price of finished 
steel was reduced in 1948. But the re- 
duction was accompanied by an in- 
crease in the price of other types of 
steel, it was much smaller than implied 
by Mr. Blough, and it was put into 
effect for an entirely different and 
hardly laudatory purpose. 

When, in response to the question on 
the Senate floor, I replied that I did not 
remember any price decreases by steel 
companies, I was of course speaking of 
fairly recent years and what I particu- 
larly had in mind were the unsuccessful 
efforts by Mr. Blough during hearings 
before our subcommittee to cite in- 
stances where other steel companies 
had lowered their prices below those of 
United States Steel. In trying to 
create the impression that United 
States Steel was not in fact the price 
leader, Mr. Blough cited examples of 
price actions taken by other steel com- 
panies before United States Steel had 
changed its price. Upon examination, 
none of these examples turned out to 
be true illustrations of the point which 
Mr. Blough was trying to establish. 
They consisted merely of instances in 
which other steel companies had nar- 
rowed or eliminated a premium above 
United States Steel’s price which they 
had been able to charge during a seller’s 
market. Or, they consisted of in- 
stances in which certain smaller steel 
companies which had not been closed 
by a steel strike had changed their 
prices in anticipation of the strike set- 
tlement. The only instance produced 
by Mr. Blough of a price action taken 
by another steel company which re- 
sulted in a price’*below United States 
Steel’s was the failure of Republic 
Steel in 1954 to increase its price on one 
product, galvanized sheets, by the full 
amount of the increase imposed by 
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as much as was necessary to cover the United States Steel, with the result 
wage increase that became effective at that about a month later United States 
the same time. - Beyond that, they in- Steel rescinded part of its increase to 
sist that the entire cost of the wage in- bring its price into line with Republic’s 
crease was offset by a decline in the lesser increase. 
price of scrap, as if this were all the What Mr. Blough has thus done on 
cost a steel company has; and the con- this price question is to follow the same 
clusions which they draw from these line of attack that. he employed on the 
statements are strange and wonderful wage and profit matters. This has been 
to behold. to create a diversionary issue which 
If they were correct, of course—if would draw attention away from the 
the increase in wage costs had been facts. It matters not to Mr. Blough 
completely offset by a decline in costs— that the diversionary issue may be mis- 
then, if we may also indulge in the leading or even false as long as it ac- 
committee majority type of shorthand complishes its purpose. While scarcely 
mathematics—the profits of the steel commendable, this tactic is certainly 
companies would have gone up by more understandable in view of the nature of 
than $180 million. the record. Very briefly the record on 
The fact is, however, that their profits prices is one of continuing price in- 
have dropped by $288 million in the 12 creases since World War II which are 
months that have passed since that made regardless of whether labor costs 
price rise occurred; and the rate of are rising or falling or whether de- 
profit has fallen from 7.2 percent on mand is increasing or decreasing, of 
sale to 6.2 percent. In other words, had price increases which have raised the 
the companies raised the price of steel industry’s profit rate in relation to pro- 
enough to cover their increased costs duction to levels far above anything 
and to maintain their former profit rate Which has ever existed in the past, of 
during this past year of low demand, the consequent addition of many bil- 
it would have taken a $10-a-ton price lions of dollars to the cost of goods and 


boost, instead of $6, to do the job. services throughout the economy, of 
? ’ ‘ virtually a complete absence of price 
Embarrassing clarity competition in the industry, and of the 


Now the official reports of these com- clear and unmistakable dominance of 
panies have been published and are cer- United States Steel as the industry's 
tainly known to the committee and its price leader. 
staff. They show with embarrassing Mr. Blough makes a number of other 
clarity what the facts are; yet these points in his speech which are s0 
members of the committee continue to” absurd or so inaccurate as to warrant 
repeat such groundless statements. And only passing reference. For example, 
it makes you wonder whether the com- he states, “Any price increase of any 
mittee majority really believes in ade- size is immediately denounced as un- 
quate profits for industry—and whether justified.” (His emphasis.) May I 
a business profit is a part of its political point out that the task of denouncing 
philosophy. the thousands or probably even millions 

Commenting on what he called the of price increases which occur yearly 
destructive philosophy of the committee throughout the economy would have oc: 
majority, as it would affect any com- cupied the full time of each member 
pany or industry, Senator Everett Dirk- of the subcommitee working 24 hours 
sen, in his minority report on the com- a day. Actually, questions have ‘been 
mittee’s steel hearings, declared : raised of price increases in only three 

“Indeed, the majority seems to feel industries—oil, automobiles, and steel— 
that the attempt of such enterprises to and those are industries in which ques 
re profitably on a downward trend tions needed to be raised. 

n the business cycle is somehow inimi- 
cal to the palkeons interest.” re ‘ 

Further insight into the philosophy He states that the economists who 
which holds that a lack of adequate opened our hearings on administered 
business profits is somehow in the pub- PTices were “carefully picked * * * to 

lic interest was evidenced in the course Come before it and show how the s0- 
of a session of the committee a few cailed administered prices of business 
weeks ago which was devoted exclu- had caused inflation.” That this was 
sively to the excoriation of steel prices the function they are supposed to per- 
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and profits. The Senator from Wyom- 
ing spoke eloquently of the dangers 
arising out of the economic cold war 
which is being waged against us by 
Soviet Russia, and then said: 

“United States Steel, which is in the 
position of leadership, wants to main- 
tain itself in the black. The Govern- 
ment of the United States is in the red 
and is going further into the red; and 
I have no hesitation in saying that un- 
less the leaders of American industry 
immediately act to help put the United 
States in the black, instead of letting it 
drift deeper and deeper into the red, we 
will not be able successfully to wage 
this cold war without great losses to in- 
dustry and to the people alike.” 


Deeper into the red 


Now I can understand the Senator’s 
deep concern at the progress which Rus- 
sia has made in the economic cold war 
against us. I understand it because I 
share it fully. I can also understand 
his profound concern over the Federal 
deficit, for I share that, too. But if 


we are to infer that industry—by mak- 
ing a profit—is causing the Federal 
Government to “drift deeper and deeper 
into the red,” then his reasoning es- 


capes me. 

Consider for a moment that for every 
dollar of profit corporations make, the 
Federal Government collects $1.08 in 
corporate taxes. The decline in steel 
profits alone that has occurred in the 
past year has already cost the Federal 
Treasury about $300 million; and were 
steel profits to be wiped out completely, 
the Treasury would suffer an additional 
loss of more than $700 million, thus 
pushing the Government just that much 
further into the red, enlarging the defi- 
cit, and driving our Nation closer to the 
verge of uncontrolled inflation. 

Consider, too, that under our Consti- 
tution the Senator from Wyoming and 
his 580 congressional colleagues have the 
ultimate power to control Government 
expenditures and receipts, and thus 
they determine what the Government’s 
fiscal condition will be. So when the 
Senator appeals to the leaders of Amer- 
ican industry to help put the United 
States in the black, about the best thing 
that industry can possibly do to aid the 
Senator in his dilemma, so far as I 
can see, is to strive to maintain the 
profits upon which the Government 
leans so heavily for its revenues. 
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form will come as a surprise, I am sure, 
to such distinguished men as Dr. Edwin 
C. Nourse, Dr. Gardiner C. Means, and 
the others who appeared. As for being 
“carefully picked” the record should 
show that all of the country’s economic 
authorities who have specialized on the 
subject of administered prices were in- 
vited to testify, and the subcommittee 
heard all of them with the exception of 
two who were unable to appear. 

Mr. Blough persists in talking about 
the rise in “employment costs per em- 
ployee-hour.” As was pointed out by 
the subcommittee in its report, this is 
just as meaningless as a measure used 
by the union of “profits per man-hour,” 
and for essentially the same reason. 
As productivity rises with the replace- 
ment of labor by machinery, the number 
of man-hours required to produce a 
given amount of steel will decline. 
Therefore, other things being equal, 
both employment costs “per man-hour”’ 
and profits “per man-hour” will rise. 
But the significance of these trends has 
not been made clear by either Mr. 
Blough or the union. What would be 
significant would be a breakdown of 
labor costs, materials cost, and other 
costs, not per man-hour, but per ton of 
steel produced. After all, the steel in- 
dustry is not a law firm; the unit of 
measurement on which its price is based 
is not hours expended but tons of steel 
produced. Unfortunately, United States 
Steel and the other steel companies 
have persistently refused to disclose 
their costs in terms of the meaningful 
unit of measurement. 

Mr. Blough cannot, in strict logic, be 
accused of reasoning in circles, because 
he never quite closes his circles. He 
fails to recognize himself when he meets 
himself coming back. He complains 
that the Congress is partly responsible 
for inflation, because, he says: 

“This political world being what it is, 
it could hardly be expected that the 
members of the committee majority 
could find the time or the inclination to 
point out that a basic source of the 
present inflation lies in the fiscal action 
of a Congress which, in 2 years, has 
raised the price of Government by $10 
billion, and has left behind it a $12 
billion deficit—an action which is cer- 
tain to give inflation an added boost.” 

He knows, of course, that Govern- 
ment spending cannot be reduced in 
periods of cold-to-lukewarm war. He 
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But above all, consider the nature 
and the use of corporate profits. What 
are they? 

Well, the fact is that profit, over the 
years, is nothing more nor less than the 
price which a corporation must pay for 
the use of all of the plants, mills, fur- 
naces, machines, tools, and other cap- 
ital assets that it needs in the fabrica- 
tion of its product. Without sufficient 
profits, industry can no longer replace 
its tools of production as fast as they 
wear out, at which point the workers 
who once used these tools are without 
work. Is that in the public interest? 

Without adequate profits, industry 
can no longer adapt the fruits of re- 
search and improve—as it constantly 
has—our Nation’s standard of living. 
Is that in the public interest? 

Without enough profit, industry can 
no longer develop the new sources of 
raw materials that this Nation must 
have. Is that in the public interest? 

Neither can industry obtain the new, 
more efficient machines and techniques 
that have thus far enabled it to absorb 
so much of the rising cost of labor and 
materials. Thus prices will then rise 
at a headlong pace. Will that be in the 
public interest? 

In short, with American troops main- 
taining the peace in the Middle East, 
with the 7th Fleet alerted at Quemoy, 
with Russian industrial technology ad- 
vancing at such a rapid pace as to chal- 
lenge, seriously, our own, and with the 
multiple problems of the cold war 
which so deeply and properly concern 
the Senator from Wyoming, how can 
American industry discharge its respon- 
sibilities to the national welfare and 
the national security unless it does 
make a profit large enough to do the 
enormous job that only a profit can do 
in the critical years that lie ahead? 
How else could industry possibly act in 
the public interest? 


Dangerous unwillingness 


Now surely the members of the com- 
mittee majority, having achieved the 
high and respected office which they 
hold, are fully aware of the facts 1 
have presented here today. Why then 
this dangerous unwillingness to con- 
sider these facts, unpalatable as they 
may be from a short-range political 
point of view? What is the committee 
majority driving at? 
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knows that the way to avoid deficits is 
to increase taxes. Yet a major part of 
the statement prepared for the subcom- 
mittee by his finance committee chair- 
man, Mr. Tyson, was a plea for tax 
reduction for the steel industry in gen- 
eral and United States Steel in particu- 
lar. And last year, when Mr. Blough 
submitted to the subcommittee a memo- 
randum on inflation and what the Con- 
gress might do about it, he said noth- 
ing about raising taxes to cover the 
deficit he now complains of. 

Perhaps the real significance of Mr. 
Blough’s speech is that it may be symp- 
tomatic of the way in which top man- 
agement of our large corporations has 
decided to respond to criticism. Con- 
fronted with the highly unusual be- 
havior of rising prices at a time of 
declining production and employment, 
it was almost inevitable that Members 
of Congress and the public would begin 
to ask questions. Top management 
has the choice of meeting these ques- 
tions either through the “high road” of 
reasoned argument or the “low road” 
of invective, misrepresentation and 
falsehood. It is saddening that in this 
speech Mr. Blough has chosen the 
latter. 

In particular, his speech will come as 
a blow to those economists, political 
scientists, and social philosophers who 
believe that corporate management has 
entered on a new era—an era in which 
management is aware of and respon- 
‘sive to its responsibilities to the public 
interest and can defend its decisions to 
the public on reasoned grounds. Mr. 
Blough’s speech is proof that either 
such reasoned grounds do not exist or, 
worse, that they were deliberately ig- 
nored in favor of flip and facile charges 
unsupported by fact or reason. Al- 
though he may not realize it, Mr. 
Blough has compounded the difficulty 
of defending his cause. 
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its is I hope that the answer is not to be 
rt of found in a statement which was made 
»com- at a committee meeting last month by 
‘hair- a Senator from Wisconsin—but this is 
r tax what he said: 
| gen- “ ‘Price control’ is a word we always 
rticu- used to be scared of, but we are let- 
lough ting someone else control the price; 
nemo- why can’t the American people con- 
, Con- trol the price, through its Govern- 
noth- ment?” 
r the I am sorry to say the Senator’s 
statement was warmly endorsed by sev- 
f Mr. eral members of the committee. 
symp Now it is true that one thing which 
man- the responsible public official must con- 
.s has stantly guard against is a kind of nat- 
Con- ural itch to extend the powers of gov- 
al be- ernment over everything and every- 
me of body. In a way this itch is a sort of 
ment, occupational hazard endemic in the 
mbers world of politics, and must always be 
begin reckoned with. So it is inevitable, I 
ement suppose, that those who are afflicted in 
 ques- this way should try to foist peacetime 
ad” of price and wage controls upon the Amer- 
road” ican people; but surely no responsible 
ae Member of Congress—knowing that au- 
in this thority and responsibility must go to- 
n the gether—would ever seek to do so. 
| The Members of Congress are ac- 
ome as countable directly to the people of their 
litical respective constituencies. They are not 
"3 who accountable directly to the owners, the 
nt bas customers, or the employees of any 
“which business or enterprise, as management 
respon- is. And for Government or any com- 
public mittee of Congress to try to usurp the 
ions to functions of management—either by in- 
ae timidation or by law—is as alien to 
‘either our American constitutional concepts as 
sist oF for business to try to usurp the func- 
tely ig: tion of Government. 
sharges In fact, I can think of nothing that 
a could insure a Soviet victory in the cold 
it. Mr. war more completely and more quickly 
fficulty than that the self-same Members of 
Congress who have “controlled” the 
Government’s finances into the deplor- 
able condition described by the Senator 
from Wyoming, should now be allowed 
to “control” American business and in- 
dustry into a state of acute capital star- 
vation by attempting to regulate all 
prices, wages, and profits from Wash- 
ington. 

Gentlemen, if this unhappy concept of 
what appears to some to be in the pub- 
lic interest—as I have described it here 
today—were a threat to the steel in- 
dustry alone, I would not have imposed 
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upon your time and patience in this 
manner. But this dangerous philoso- 
phy of a profitless prcfit system is a 
grave and present menace not only to 
every business and industry in the land, 
but to the broadest possible public in- 
terest including the national security. 

Unless the American people under- 
stand the true facts, and are apprised 
of this danger, there is little hope that 
they will ever be able to deal success- 
fully with the serious inflationary prob- 
lem that confronts them. I can only 
suggest that it is up to you—the mem- 
bers of the Detroit Economic Club and 
of similar representative organizations 
all over our land—and each one of you, 
to lay the facts before them. You have 
no reason or right to assume others will 
do the job for you. 

And time is of the essence; for as the 
Senator from Wyoming recently said, in 
what I am sure was a statement of 
great perception (although used in a 
different context) : 

“If we destroy the free economy, we 
will destroy free government. That is 
the situation that confronts us.” 

And, gentlemen, it certainly is. 


{From the Progressive, March 1959] 
THE INEFFICIENT GIANTS 


(By T. K. Quinn’) 


The folklore of modern American capitalism includes, among other fancies, 
the fallacious notion that bigness should be tolerated, even welcomed, because 
it is a self-evident proof of efficiency. In a vague way, it is generally believed 
that if it were not for giant industrial empires such as General Motors, Standard 
Oil of New Jersey, United States Steel, and General Electric, and for giant 
merchandising corporations like Sears, F. W. Woolworth, and A. & P., auto 
mobiles, home appliances, food, clothing, gasoline, and the whole galaxy of 
consumer goods would cost more than they now do. This myth is inextricably 
woven into that body of accepted opinion and belief, nourished by subtle public 
relations artifices, that John K. Galbraith, in his ‘The Affluent Society,” calls 
the conventional wisdom. 

The truth is that these giants have grown beyond the point of optimum 
efficiency and they depend on a near-monopoly power to maintain their advan- 
tageous position. The industries dominated by the giants are now governed 
by “administered profits” and “administered prices,” both of which are invariably 
higher than those under a genuinely competitive, free-enterprise system, and 
make profitable operation less dependent upon efficiency as power grows greater. 

Fewer than 40 corporations the size of General Motors could handle all the 
goods produced and all the services rendered in the United States. As the 
Nation’s largest economic unit, General Motors is more responsible for inflation 
than is any other single interest; it is leading us steadily closer to the Soviet 


17. K. Quinn, former vice president of General Electric, is the author of “Giant Bust 
ness: Threat to Democracy,” “Giant Corporations: Challenge to Freedom,” and ‘The In- 
dividual in a Business Society.” 
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type concentration of industrial control than we like to think—but a control that 
here is in private hands. General Motors’ sales volume in 1957, not its biggest 
year, amounted to $11 billion. American Motors, with less than 5 percent of 
this volume, operated profitably in fiscal 1957, showing an increase over the 
previous year compared with General Motor’s decrease, and earned a higher 
dividend for its stockholders. 

The Chevrolet Motor Co. alone, without any other of the vast number of 
enterprises within General Motors, is as big or bigger than United States Steel, 
General Electric, Chrysler, or Sears. To operate profitably, General Motors 
does not, by any stretch of truth, need to own all five of its automobile divisions— 
Chevrolet, Pontiac, Buick, Oldsmobile, Cadillac—plus GM trucks. And it cer- 
tainly does not need to be, in addition, in the home appliance business, the home 
lighting business, the diesel engine business, earth-moving equipment business, 
or the gas engine, electric motor, busline, insurance, consumer finance, and still 
other businesses. General Motors is in all these businesses, not from any social 
service motive, but for the maximum possible profit, a profit from economic 
power, not from greater efficiency of operation. 

A 1956 study by the American Institute of Management showed that General 
Motors’ sales and administrative costs were reduced in percent of sales from 
7.1 in 1935 to 3.7 in 1955. During this period, the nature of some of the products 
manufactured had changed, and the total volume of sales had increased. From 
such figures one could easily conclude that growth in size automatically increases 
efficiency—if efficiency is defined as lower relative sales and administrative 
costs. But every businessman knows that these costs, in relation to sales, 
are always lower in a period of greatly expanding volume, just as the per- 
centage is uncontrollably higher when sales are rapidly declining. There is no 
evidence that actual manufacturing costs were. substantially lower, in spite 
of General Motors’ enormous coercive purchasing power, which keeps many 
of its parts and raw material suppliers on the brink of failure. As a rule, 
General Motors’ business is, for suppliers, “backlog” business, often handled 
at cost or close to cost on the theory that the large volume helps support the 
general overhead. This is the situation with many suppliers of giant companies. 
What it means is that the alleged efficiency of the giants is, to that extent, 
attained at the expense of the suppliers, not by economies within their own 
operations. ' 

Those familiar with General Motors’ operation understand its adroit policy 
of selecting for production only large units of high dollar value whose sales 
and administrative costs are relatively low. But this is exploiting the American 
system, not supporting it. The conservative, nonprofit American Institute of 
Management in concluding its study stated, “General Motors is too big for the 
good of the American businessmen who must deal with it and too big for the 
good of the country.” 

When impartial investigations are made into the affairs of any of our present 
80 billionaire-asset corporations, they invariably find practices, carried on under 
the banner of free enterprise, that cannot conceivably be camouflaged as effi- 
ciency. General Motors is a disheartening example: 

Its market power~permits it to set such exorbitant prices on its products 
that during the past 10 years GM has made net profits averaging 25 percent of 
its investment. 

It has cornered the market in parts and raw materials, obtained preferential 
treatment from steel producers in times of shortage by making large loans to 
Jones & Laughlin, Republic, Wheeling Steel, and Pittsburgh Coke & Chemical Co. 
The effect of GM’s becoming the steel companies’ creditor was to divert from 
others large quantities of steel resulting in the bankruptcy of many small manu- 
— and their distributors and dealers in the period from 1946 through 

General Motors is guilty of having set up fake, paper warehouses in order 
unfairly to secure additional quantities of steel beyond legitimate governmental 
allocations. 

GM, through its Acceptance Corp., charges installment buyers approximately 
11.2 percent interest on billions of dollars, according to a recent U.S. Senate 
subcommittee report. 

__ Does all this sound as if General Motors’ success in making a handsome profit 
is rooted in efficiency? 

But General Motors is by no means the sole sinner in the betrayal of the 
fenuinely free enterprise economy. During’all the years-of my official associa- 
tion with General Electric, we were never the lowest cost producers of any- 





5166 ADMINISTERED PRICES 


thing unless we were the only producer or had bought out some smaller com- 
pany in the same field. The secret of GE’s predominance and growth rests upon 
two foundations: 

One. As a J. P. Morgan combine originally (like General Motors and United 
States Steel) it had abundant capital, including access through Morgan to life 
insurance funds. 

Two: It had high-profit, monopoly lines which enabled it to finance other lines 
until they, tov, could reach volumes that would assure their continuance on a 
self-supporting and profitable basis. 

Notable among these lines was the incandescent electric lamp bulb monopoly. 
GE’s net profit in its lamp department at times approximated 50 percent on 
investment—which could in loose, profit-minded language be called superb “effi- 
ciency.” Since giant corporations are not required to publish departmental 
reports, even when the department’s business runs into hundreds of millions 
of dollars, lamp profits undoubtedly continue excessive, for all the public is per- 
mitted to know. We do know that GE has more than 60 percent, Westinghouse 
about 20 percent, and Sylvania about 10 percent of the total industry volume. 
A few companies, as is true of so many other basic industries, control the busi- 
ness in this household, commercial, and industrial necessity. During the de- 
pression of the thirties, General Electric was able to continue its dividend 
payments solely because of its highly profitable lamp business, although in 
its other departments suffered substantial losses, whereas Westinghouse with 
only 20 percent of the industry’s total, was forced to suspend dividends for a 
few years, 

Every day of the year, as millions of lamp bulbs burn out under conditions of 
controlled decay in the homes, offices, and factories of America, the public must 
pay expensive tribute to this monopoly. It was finally declared illegal by the 
Supreme Court in 1953, after 50 years of costly litigation, but by that time the 
three biggest companies had eliminated all of the others by mergers, purchase, 
absorption, or other means, and had become so firmly intrenched that no compet- 
itor could challenge their control today. 

It was from its lamp profits that General Electric financed its entry into the 
home appliance field. There was no purpose or advantage of efficiency involved. 
Because it had access to capital, it proceeded, as practically all of the other giant 
corporations have done, to purchase and absorb other corporations, driving 
companies with little capital out of business or forcing them into mergers. Once 
on the way, the rapid growth of the whole country assured the prosperity of the 
big companies whether or not they were efficient. Their presence in any field 
‘in an automatic incentive to all remainin companies to combine for safety and 
protection against the power of the giants—again not for reasons of efficiency. 

The gigantic oil industry represents itself as an example of efficient, private, 
free enterprise on a huge scale, but the facts support no such conclusion. 
During the Roosevelt administration the industry begged the Government to 
step in and help solve its then chaotic problems. Special legislation was secured 
under which the Department of the Interior estimates the probable consumption 
of gasoline and oil month by month; from this estimate State production quotas 
are set. There is an interstate treaty among the oil-producing States, ratified 
by Congress. Another congressional act makes it illegal to transport oil in 
interstate commerce which has been produced in excess of the State-established 
maximums. 

The final result is a planned oil economy in which supply is carefully regulated 
to match demand, and the entire industry, from oil well to gas station, is kept 
in close harmony. Prices—and profits—are “administered,” giant Standard Oil 
of New Jersey sets them—directly or, with sly humor, through one of its sub- 
sidiaries. There is no serious price competition among the big fellows and no 
pressure on anyone to be “efficient.” It is all called free enterprise, with a 
straight face, in the manner of “the conventional wisdom”—a free enterprise, 
if you please, that yields enormous profits to the big companies and contributes 
mightily, through continued price increases, to our mortally dangerous inflation. 

The result of this pyramiding of power and control in the basic industries 
is that today approximately 50 percent of all American industrial capacity is 
held by about 150 corporations. About two-thirds of the economically produc- 
tive assets of the country, excluding farms, are owned by not more than 500 
out of a total of 325,000 producing corporations. Within each of the select 500 
there is a small and interlocking group of men with ultimate decisionmaking 
power. Adolph A. Berle, Jr., author of “The Modern Corporation,” suggests 
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that this is probably the highest concentration of economic power in private 
hands in all recorded history. Our laws have prevented any one power group 
from becoming an absolute monopoly, but they have not prevented a super- 
concentration of power, in a handful of corporations, in the large banks and 
insurance companies, and, lately, in the growing insurance trusts. This power 
largely governs our lives today and could enslave us to a degree not now 
imagined unless we succeed as a body politic in controlling it. 

In examining operating efficiency, it is demonstrably true that in the manu- 
facture and sale of any product there is a point of optimum efficiency—that is, 
lowest cost in relation to investment—which varies according to the nature of 
the product, the capability of the producer, and market conditions. 

The Senate Subcommittee on Antitrust and Monopoly recently submitted a 
remarkably analytical report on administered prices in the automobile industry. 
It concluded that the optimum number of units for an efficient automobile plant 
is not more than 400,000, based on the experience of a successful, practical manu- 
facturer. According to the subcommittee, “General Motors with its annual 
output of around 3 million cars is from 5 to 10 times the size of the optimum 
plant.” The automobile business, of course, is exclusive of all GM’s other 
lines. GM's automobile production figures for 1957 were: 


Thus any one of GM’s automobile divisions, with the possible exception of 
Cadillac, is big enough to constitute an efficient business by itself, and even 
Cadillac may be included as it is presumably more custom-built than the others. 

Beyond a certain point, actual production costs, including overhead, tend to 
increase disproportionately. Efficiency, properly defined, is always an inside- 
the-plant matter, and should not be confused with financial manipulations such 
as buying out or combining various plants or companies. Administration and 
sales costs are seldom reduced by adding volume beyond the optimum, and never 
by combining unrelated products and companies under one management. 

Similarly, in the area of merchandising, practically all of the operating cost 
savings are attainable in a few supermarkets, counted in tens rather than 
hundreds or thousands. The supermarket undersells the small dealer, first, 
because of its great purchasing power advantage, and, second, because in relation 
to its large volume and self-service methods, and its no-credit and no-delivery 
policies, its operating costs are less. But it does not follow at all that because 
one supermarket can operate at a lower cost than the independent dealer that 
a combination of hundreds or thousands of supermarkets can operate at even 
lower costs. Much of the cost savings of the giant chains are gained coercively 
from suppliers, some of which are impoverished by the power pressure. 

All of the available evidence confirms the fact that the most efficient producers 
and merchandisers in almost every field are medium-sized. The giant companies 
overcome the disadvantage of their size through their power resources—by bor- 
rowing at lower interest rates, coercing suppliers into giving them lower prices, 
exerting pressure through banks and allied interests to secure larger orders, 
reciprocity, combining advertising space requirements for lower rates, and secur- 
ing raw materials unfairly in times of shortage. All of these practices and meth- 
ods are costly to others. They represent no overall efficiency but merely power 
advantages seized by the few over the many. They are both inefficient and anti- 
social. When, in doing business with Government, the giants use their influence 
to secure huge defense orders, the offense against smaller competitors and our 
society is compounded. 

There is growing evidence that the increasing concentration of economic power 
is largely responsible for the instability of the economy—the more frequent recur- 
rence of booms and slumps. In the steel and cement industries, where “admin- 
istered” prices have held firm despite falling demand, payrolls have shrunk as 
much as 40 percent in recent months. On the other hand, in competitive indus- 
tries, where prices adjust themselves quickly to falling demand, employment and 
payrolls have been well maintained. 

In 1955 the automobile industry went wild, disposing of cars on almost any 
terms in a manner that reflected no credit on the responsibility of the biggest pro- 
ducers. We have not yet recovered from the recession that followed this orgy. 
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The big automobile manufacturers alone may not have been responsible for the 
debacle but they.made a devastating contribution. Such short-term. greediness 
cannot qualify as either efficiency or prudent operation, nor does it indicate any 
long-range prescience or social conscience. 

In the vital areas of invention and creativeness big organizations are histori- 
cally inefficient. Through heavy advertising expenditures and misleading public 
relations programs they are often able to create the opposite impression, but big 
organizations are essentially dictatorships in form and practice, wheréas in- 
vention requires complete freedom to pursue ideas, even those which “the conven- 
tional wisdom” considers crazy. 

In his excellent book, ‘The Inventor and His World,” H. Hatfield Stafford 
writes, “It is frequently said * * * that advance in the future will come exclu- 
sively from the magnificently equipped research laboratories of the great trusts 
and corporations. There is no evidence of this except the ipse dixit of the cor- 
porations themselves.” In its report on the automobile industry and admin stered 
prices the Senate subcommittee states, “* * * there is no available evidence 
to indicate that General Motors enjoys any preeminence in the field of automo- 
tive innovations.” In an article entitled “How Strong Is GM Research?” 
Fortune magazine in its June 1956 issue concludes: 

“Despite the glitter of its new technical center, GM has not yet proved that 
it has a research laboratory of front rank. Until very recently Detroit had 
never done much true research as scientists understand it. Most of its so- 
ealled research achievements have fallen rather under the head of advanced 
engineering.” 

In testimony before the Senate subcommittee, George Romney described the 
way in which innovations have been resisted by the big three automobile manu- 
facturers. He said, “They are musclebound, and they have got heavy fixed in- 
vestments in building cars the way they have been building them in this coun- 
try.” 

Despite popular beliefs to the contrary, modern home appliances and con- 
veniences were all invented by individuals, not big ‘“‘musclebound” corporations, 
The list includes refrigerators, electric lamps and bulbs, washing machines, 
vacuum cleaners, fans, irons, radios and TV, stoves, electric shavers and clocks, 
mixers, air conditioners, broilers, freezers, toasters, coffeemakers, and others. 
High pressure advertising has given the public the erroneous impression that 
these products were invented by the big corporations selling them. The truth 
is that not one was invented by any of the giants. 

What a dynamic society needs is not a few, huge, plush, autocratically directed 
research laboratories, but thousands of eindependent, modestly equipped little 
ones, just as a great democratic nation should be made up of many strong indi- 
viduals and proud, self-respecting, independent homes, farms, and businesses, in- 
stead of a few rich giants. The real hope for the solution to such problems as 
cancer and heart disease is not in a few big research laboratories, but in many 
smaller ones, such as those that solved the polio menace, gave us penicillin, and 
created the antibiotics. The record of the supergiants is an unenviable one of 
moving in after the fact, for mercenary purposes and gain, and absorbing, merg- 
ing, buying out, or crushing the smaller creators. 

We know that the most promising prospect for creative development in the 
spiritual—as well as in the material—world is, as it always has been, in di- 
versity, individuality, and freedom. The giant corporations are largely to blame 
for the trend toward deadening conformity, indifference in public affairs, and 
the “organization man.” We are—or should be—devoted to the ideals of the 
individual rather: than to the mercenary aims of huge organizations. We ac 
knowledge that organization is effective and desirable up to a point, but beyond 
that point it becomes a dangerous power, a force that crushes individualism, 
makes numbers out of people, and threatens our democratic institutions. We 
believe the purpose of organization is that it should serve the induvidual, not that 
the individual should serve the organization. We have aecepted Big Government 
because we know it is our last bulwark against the encroachments of giant cor- 
porations that would establish a totalitarian economic state if they were left 
unregulated, 

What can be done about it? The answer is a simple one. If our representa- 
tives in the Congress would take the matter in hand, and stop their evasive 
dealing with the problem, they could correct it. 

How? Corporations are currently taxed at the rate of 30 percent on gross 
profits under $25,000. On all profits in excess of $25,000 the wniform tax rate is 
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52 percent. These rates should be revised on the principle of the graduated 
tax on individual incomes. A typical tax scale might be: 


Gross profits under $25,000 
$25,000 to $50,000 

50,000 to $100,000 

$100,000 to $1,000,000 
$1,000,000 to $10,000,000 
$10,000,000 to $50,000,000 
$50,000,000 to $100,000,000. 
$100,000,000 to $500,000,000 
$500,000,000 to $1,000,000,000 
Over $1,000,000,000. 


These graduated taxes would almost certainly bring about prompt decentrali- 
zation of big financial interests and drive the giants out of the top brackets, 
brings industry and merchandising to within manageable and efficient propor- 
tions, and give our withering free enterprise a new lease on life—which is 
exactly what we seek to accomplish. 

Monopoly and oligopoly are not compatible with democracy. This Nation can- 
not long endure only partially free under conditions of concentrated economic 
power. But we can achieve a wider diffusion of productive capital and power 
inside our present system. The alternative is the abandonment of capitalism 
in favor of some other system of production for use rather than for profit. Those 
who will houl the loudest over the proposed changes in the corporation taxes are 


the very people who would blindly allow capitalism’ to destroy itself through 
its own excesses. 


PETITION FROM THE MANUFACTURERS OF CANDLES, WAXLIGHTS, LAMPS, CHANDE- 
LIERS, REFLECTORS, SNUFFERS, EXTINGUISHERS; AND FROM THE PRODUCERS OF 
TALLow, Or, RESIN, ALCOHOL, AND GENERALLY OF EVERYTHING USED For LIGHTS 


(By M. Frederic Bastiat) 


To the Honorable the Members of the Chamber of Deputies: 


“Gentlemen, you are in the right way: you reject abstract theories; abundance, 
cheapness, concerns you little. You are entirely occupied with the interest of 
the producer, whom you are anxious to free from foreign competition. In a 
word, you wish to secure the national market to national labor. 

“We come now to oifer you an admirable opportunity for the application of 
your—what shall we say? your theory? no, nothing is more deceiving than 
theory—your doctrine? your system? your principle? But you do not like doc- 
trines; you hold systems in horror; and, as for principles, you declare that there 
are no such things in political economy. We will say then, your practice; your 
practice without theory, and without principle. 

“We are subjected to the intolerable competition of a foreign rival, who 
enjoys, it would seem, such superior facilities for the production of light, that 
he is enabled to inundate our national market at so exceedingly reduced a price, 
that, the moment he makes his appearance, he draws off all custom from us; and 
thus an important branch of French industry, with all its innumerable ramifica- 
tions, is suddenly reduced to a state of complete stagnation. This rival, who is 
no other than the sun, carries on so bitter a war against us, that we have every 
reason to believe that he has been excited to this course by our perfidious neighbor 
England. (Good diplomacy this, for the present time.) In this belief we are 
confirmed by the fact that in all his transactions with this proud island, he is 
much more moderate and careful than with us. 

“Our petition is, that it would please your honorable body to pass a law 
whereby shall be directed the shutting up of all windows, dormers, skylights, 
shutters, curtains, vasistas, oeil-de-boeufs, in a word, all openings, holes, chinks, 
and fissures through which the light of the sun is used to penetrate into our 
dwellings, to the prejudice of the profitable manufacturers which we flatter our- 
Selves we have been enabled to bestow upon the country; which country cannot, 
therefore, without ingratitude, leave us now to struggle unprotected through so 
unequal a contest. 

“We pray your honorable body not to mistake our petition for a satire, nor to: 


oa us without at least hearing the reasons which we have to advance in: 
8 favor. 
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“And first, if, by shutting out as much as possible all access to natural light, 
you thus create the necessity for artificial light, is there in France an industrial 
pursuit which will not, through some connection with this important object, be 
benefited by it? 

“If more tallow be consumed, there will arise a necessity for an increase of 
cattle and sheep. Thus artificial meadows must be in greater demand; and 
meat, wool, leather, and above all, manure, this basis of agricultural riches, 
must become more abundant. 

“If more oil be consumed, it will cause an increase in the cultivation of the 
olive tree. This plant, luxuriant and exhausting to the soil, will come in good 
time to profit by the increased fertility which the raising of cattle will have 
communicated to our fields. 

“Our heaths will become covered with resinous trees. Numerous swarms of 
bees will gather upon our mountains the perfumed treasures, which are now cast 
upon the winds, useless as the blossoms from which they emanate. There is, in 
short, no branch of agriculture which would not be greatly developed by the 
granting of our petition. 

“Navigation would equally profit. Thousands of vessels would soon be em- 
ployed in the whale fisheries, and thence would arise a navy capable of sus- 
taining the honor of France, and of responding to the patriotic sentiments of 
the undersigned petitioners, candle merchants, ete. 

“But what words can express the magnificance which Paris will then exhibit! 
Cast an eye upon the future and behold the fildings, the bronzes, the magnificient 
crystal chandeliers, lamps, reflectors and candelabras, which will glitter in the 
spacious stores, compared with which the splendor of the present day will appear 
trifling and insignificant. 

“There is none, not even the poor manufacturer of resin in the midst of his 
pine forests, nor the miserable miner in his dark dwelling, but who would enjoy 
an increase of salary and of comforts. 

“Gentlemen, if you will be pleased to reflect, you cannot fail to be convinced 
that there is perhaps not one Frenchman, from the opulent stockholder of Anzin 
down to the poorest vender of matches, who is not interested in the success of 
our petition. 

“We foresee your objections, gentlemen; but there is not one that you can 
oppose to us which you will not be obliged to gather from the works of the parti- 
sans of free trade. We dare challenge you to pronounce one word against our 
petition, which is not equally opposed to your own practice and the principle 
which guides your policy. 

“Do you tell us, that if we gain by this protection, France will not gain, be 
cause the consumers must pay the price of it? 

“We answer you: 

“You have no longer any right to cite the interest of the consumer. For when- 
ever this has been found to compete with that of the producer, you have invari- 
ably sacrificed the first. You have done this to encourage labor, to increase the 
demand for labor. The same reason should now induce you to act in the same 
manner. 

“You have yourselves already answered the objection. When you were told: 
The consumer is interested in the free introduction of iron, coal, corn, wheat, 
cloths, ete., your answer was: Yes, but the producer is interested in their exclu- 
sion. Thus, also, if the consumer is interested in the admission of light, we, the 
producers, pray for its interdiction. 

“You have also said, the producer and the consumer are one. If the manufac 
turer gains by protection, he will cause the agriculturist to gain also; if agricul- 
ture prospers, it opens a market for manufactured goods. Thus we, if you con- 
fer upon us the monopoly of furnishing light during the day, will as a first 
consequence buy large quantities of tallow, coals, oil, resin, wax, alcohol, silver, 
iron, bronze, crystal, for the supply of our business; and then we and our numer- 
ous contractors having become rich, our consumption will be great, and we will 
become a means of contributing to the comfort and competency of the workers 
in every branch of national labor. 

“Will you say that the light of the sun is a gratuitous gift, and that to repulse 
gratuitous gifts, is to repulse riches under pretense of encouraging the means 
of obtaining them? 

“Take care—you carry the death-blow to your own policy. Remember that 
hitherto you have always repulsed foreign produce, because it was an approach 
to a gratuitous gift, and the more in proportion as this approach was more close. 
You have, in obeying the wishes of other monopolists, acted only from a half 
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motive; to grant our petition there is a much fuller inducement. To repulse us, 
precisely for the reason that our case is a more complete one than any which 
have preceded it, would be to lay down the following equation: +x-+——; in 
other words, it would be to accumulate absurdity upon absurdity. 

“Labor and nature concur in different proportions, according to country and 
climate, in every article of production. The portion of nature is always gra- 
tuitous ; that of labor alone regulates the price. 

“If a Lisbon orange can be sold at half the price of a Parisian one, it is 
because a natural and gratuitous heat does for the one, what the other only 
obtains from an artificial and consequently expensive one. 

“When, therefore, we purchase a Portuguese orange, we may say that we 
obtain it half gratuitously and half by the right of labor; in other words, at half 
price compared to those of Paris. 

“Now it is precisely on account of this demigratuity (excuse the word) that 
you argue in favor of exclusion. How, you say, could national labor sustain 
the competition of foreign labor, when the first has every thing to do, and the 
last is rid of half the trouble, the sun taking the rest of the business upon 
himself? If then the demigratuity can determine you to check competition, 
on what principle can the entire gratuity be alleged as a reason for admitting 
it? You are no logicians if, refusing the demigratuity as hurtful to human 
labor, you do not a fortiori, and with double zeal, reject the full gratuity. 

“Again, when any article, as coal, iron, cheese, or cloth, comes to us from 
foreign countries with less labor than if we produced it ourselves, the dif- 
ference in price is a gratuitous gift conferred upon us; and the gift is more 
or less considerable, according as the difference is greater or less. It is the 
quarter, the half, or the three-quarters of the value of the produce, in propor- 
tion as the foreign merchant requires the three-quarters, the half, or the quarter 
of the price. It is as complete as possible when the producer offers, as the sun 
does with light, the whole in free gift. The question is, and we put it formally, 
whether you wish for France the benefit of gratuitous consumption, or the 
supposed advantages of laborious production. Choose, but be consistent. And 
does it not argue the greatest inconsistency to check as you do the importation 
of coal, iron, cheese, and goods of foreign manufacture, merely because and even 
in proportion as their price approaches zero, while at the same time you freely 
admit, and without limitation, the light of the sun, whose price is during the 
whole day at zero?” ' 

Source: M. Frederic Bastiat, Member of the Institute of France, “Sophisms 
of Protection,” translated from the 1863 French edition, G. P. Putnam’s Sons, 
New York, 1877. 


Writincs or THEODORE K. QUINN 
BOOKS 


“Giant Business: Threat to Democracy,” New York, Exposition Press, 1953, 321 
pages. 

“Giant Corporations: Challenge to Freedom,’ New York Exposition Press, 1956, 
198 pages. 


“The Individual in a Business Society,” New York, John L. Elliott Institute, 
1958, 80 pages. 


“Liberty, Employment and No More Wars,’ New York, Hastings House, 1943, 
241 pages. 

“The Original Manual for Labor and Management Committees,” New York, T. K. 
Quinn Co., Inc., 1945. 


PERIODICALS 


“Sovereign State of GM,” Nation, May 26, 1956, pages 447-448. 

“Too Big,” Nation, March 7, 1953, pages 210-211. 

“Wilson Ship,” October 23, 1954, pages 355-356. 

“Businessmen in the News,” Fortune, July 1953, page 50. 

“GM’s Economic Tyranny,” Nation, July 28, 1951, pages 72-73. 
“Advertises Production to Labor,” Business Week, July 3, 1953, page 7. 
“Quinn of the WPB,” Newsweek, July 19, 1943, pages 54-55. 


85621—59—pt. 10——21 





5172 ADMINISTERED PRICES 


FEDERAL TRADE COMMISSION 


(This replaces earlier memorandum of August 20. The principal change is the 
addition of table E and accompanying text.) 


SEPTEMBER 9, 1957. 


To: Commission and interested staff members. 

From : Director, Bureau of Economics. 

Subject: July 12, 1957, report of Subcommittee on Antitrust and Monopoly to 

Senate Judiciary Committee, entitled “Concentration in American Industry.” 

This report, which was prepared from census figures at the request of Sena- 

tor Kefauver’s subcommittee, is now the leading statistical compilation on con- 

centration in manufacturing—a subject in which the Commission has long been 

interested and on which it published economic reports in 1949, 1950, and 1954. 

I shall try to summarize and analyze briefly the most important conclusions 

buried in its 756 pages. 


Summary of this memorandum 


Census statistics do not offer a reliable means of measuring concentration, 
but, for what they are worth, those in the report leave the tentative impression 
that there was no real trend in concentration in American manufacturing be 
tween the two census years, 1947 and 1954. Out of 376 individual industries 
for which the 1947 and 1954 shares of the 4 largest producers were compared, 
there were 155 increases, 149 decreases, and 72 instances of on appreciable 
change. 

Those citing the report to show that concentration increased have emphasized 
its first 3 tables, which show how much of the total value added by manufacture 
was held by the 50 to 200 biggest companies. Thus, the share of the 50 biggest 
increased from 17 percent in 1947 to 23 percent in 1954. At least half of this 
gain, however, was the consequence of expanding demand for aircraft, electrical 
machinery and other products which, because of the heavy capital investment 
required, are made by these big concerns. Some of the increase is accounted 
for by expansion of big concerns across industry lines, thus adding to concen- 
tration in total manufacturing but not in individual industries. Most of the 
real-gain in concentration which remains represents the growth of General 
Motors, Ford and half a dozen chemical producers, and resutled from com- 
mercial success and reinvestment of profits rather than from mergers. 
Content of the Senate report 

The gist of the new report can be obtgined by scanning a very few pages: 

1-6. Explanations. 

11. Tables for the largest 50 to 200 companies. 

25-31. Changes in concentration by individual industries, summarized. 

196-219. Comparisons of 1947 and 1954 (and sometimes 1935) concentration 
of value of shipments for individual industries, in the sequence used by the 
census. 

The bulk of the book can be skipped, except for reference purposes, by stu- 
dents of the trend of concentration. Thisis true as to: 

40-193. Concentration in shipment of individual products, for 1954 only. 

220-314. Repetition of the material on pages 196-219, but in three different 
sequences: by size of industry, by degree of concentration, and (in this instance 
omitting 1935) by reliability of data. 

315-489. A new set of concentration tables, using employment instead of value 
of shipments, and giving some 1935, 1950, and 1951 figures as well as 1954, but 
none for 1947. 

491-582. Tables comparing shipments and employment for each industry, for 
1954 only. 

583-756. Small-print descriptions of the census classifications. 

An especially interesting section of the volume is the list on pages 4-5 of 10 
limitations on the statistics—e.g., company markets are not always national, 
neither imports nor exports are considered, etc. Apparently the report itself 
anticipated here many of the criticisms which the chamber of commerce and the 
National Association of Manufacturers are reported to have made of it upon 
its publication. There is considerable agreement that census figures have many 
defects as tools for the measurement of concentration. They are suggestive 
rather than conclusive of concentration trends. 
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Ohanges in concentration in 376 industries 


The census of manufactures has twenty-one 2-digit industries, or 20 in view 
of the concealment of “Ordnance and accessories” for security reasons. They 
are classified further into 447 4-digit industries. Thus “Tobacco manufactures” 
is classified into “Cigarettes,” “Cigars,” “Chewing and smoking tobacco,” and 
“Tobacco stemming and redrying.” Due to changes in classifications, the re- 
port was able to compare concentration in 1947 and 1954 for only 376 4digit 
industries—367 of them by value of shipments (p. 25) and 9 by value added by 
manufacture (p. 31). 

Taking first the 367 industries, we find that there were more increases than 
decreases in the share of shipments accounted for by the 4 largest companies 
(i.e., the 4 with largest dollar shipments in each year, and not necessarily the 
same 4 in 1947 as in 1954), but that on the average the increases were in 
smaller industries, and were of smaller amounts. None of these differences (in 
number, relation to size of industry, or amount of change) was very great. 


Changes in 4-company concentration ratio, 1947 to 1954: 367 industries 


No change or 
Increases change of Decreases 
1 point 





Size of industry: 
Industries shipping over $500,000,000 
Between $50,000,000 and $500,000,000 
Below $50,000, 000 





Total 


Size of change: 
10 points or more 
Ea eee ee 
2 to 4 points- .....-.. sia Renee ae cis 


Total__..- 





As to the nine industries for which value added by manufacture was used in 
place of value of shipments, there were three increases in concentration, averag- 
ing 11 points each,’ against six decreases, averaging 3.8 points. Increases 
were in industries averaging $2 billion in value added in 1947 (i.e, in steel 
works and rolling mills, motor vehicles and parts, and wines and brandy), 
whereas decreases were in industries averaging only $0.5 billion. In other 
words, this smaller 9-industry comparison contradicts the larger 367-industry 
comparison in all 3 categories—it shows fewer increases, but the increases are 
of larger amounts and in larger industries than the decreases. 

Another group of tables (pp. 26-29) deals with the 367 industries in another 
way, but this also shows no significant change in concentration. 


Number of industries | Percent of total value 
| of shipments 





4company concentration ratio: 
75 to 100 percent... --- 
50 to 74 percent... -.-.- - 
25 to 49 percent 
Below 25 percent_- 


aN nn nee. AY i) <P 


1 On pp. 26 and 27 this 36.4 is wrongly given as 26.4, 


One could summarize this table as indicating a moderate shift downward from 
concentration ratios over 75 percent, and a very slight upward shift from 


concentration ratios below 50 percent, but it would be safer to say that the 
trends are too small to be usable. 
——— 


7A mistake on p. 210, line 5 (and on p. 249, line 2, etc.) which gives 45 for 48, is 
here corrected, 
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Considering all three of these comparisons, it seems to me fair to conclude 
that, for whatever value census concentration data may have, they indicate 
no overall trend either toward or away from concentration between 1947 and 
1954. 


Growth of the 50 biggest companies 


Tables 1-3 of the Senate report (p. 11) show that value added by manufac- 
ture has increased much faster for the 50 and 100 largest companies than for 
all of manufacturing. Thus, the 50 with the largest value added in 1954 ac- 
counted for 23 percent of value added in that year, whereas the 50 largest in 
1947 accounted for 17 percent. The share of the second 50 increased from 6 to 
7 percent. The 50 which were largest in 1954 accounted in 1947 (when some of 
them were not among the 50 largest) for only 16 percent. Some of these figures 
were emphasized in the original press release of the Senate subcommittee and in 
popular discussion of the report. 

Two of the factors which help reconcile this growth of the 100 biggest com- 
panies with the absence of any trend toward concentration in the four-digit 
industries will be mentioned briefly, and a third factor at greater length. 

1. Value of shipments versus value added.—If large companies have increased 
their rate of profit compared to smaller companies, or if their payroll and other 
employee benefits have increased faster, or if they now make relatively higher 
charges to depreciation, their value added also will have increased more. Some 
of the trends just mentioned (especially as to profits) may well have occurred. 

One example of a contrast between value of shipments and value added is 
the rubber manufacturing industry. The Big Four accounted for 59.2 percent 
of the shipments of “tires and inner tubes” and “rubber industries, not else- 
where classified” in 1947, but only 55 percent in 1954. However, their own 
value added by manufacture (from their annual reports with the Goodrich 
1947 figure estimated but not given by the census) increased by approximately 
55 percent in those years, whereas the total for the two industries mentioned in- 
creased by only 50.1 percent. In other words, the Big Four went ahead faster 
in value added, although slipping behind in value shipped. One reason was 
certainly the increased participation of these particular firms in the manufac- 
ture of chemicals (including synthetic rubber), where much of their increase in 
value added occurred. 

2. Expansion of big companies across census industry lines—This can be 
illustrated by the chemical activities of the rubber companies, just mentioned. 
Another of many examples is the merger of Continental Can with Hazel-Atlas 
Glass Co. If this merger survives the suit by the Department of Justice, it 
will enlarge one of the 50 big companies Hut will not increase concentration in 
either metal containers or glass containers, taken separately, though it will in- 
crease competition in containers. Many of the mergers by big companies have 
apparently been “conglomerates” in the sense of crossing four-digit industry 
lines. That such four-digit industries often compete with each other (eg. 
the very first two listed: meatpacking, and prepared meats), exposing a merger 
across such lines to possible legal action and increasing concentration in the 
industry broadly defined, is irrelevant to the census analysis. Even without 
mergers, investment of money in new fields of manufacture often crosses census 
lines, thus increasing the value added of the company making the investment 
without increasing the concentration ratio in any census industry. 

3. Industry growth as a factor —At least half of the gain shown by the 50 
big companies seems to be due to the fact that they operate in expanding in- 
dustries. To isolate this factor, it has been necessary to prepare five appendix 
tables. 

Tables A and B are for background only and no one is asked to read them. 
Table A lists what I have guessed to be the 50 companies with the largest value 
added by manufacture in 1954, and gives estimates of the value added for 1947 
and 1954 and the increase between those years. The companies are listed 
under the heading of the two-digit census industries, and if possible the four- 
digit industries, in which they are most active; but it should be noted that the 
activities of few if any companies coincide exactly with census-defined indus- 
tries. An extreme case of divergence is General Motors—more than 75 percent 
of whose sales are probably in motor vehicles and parts, but which the FTC 
“Report on Industrial Concentration and Product Diversification in the 1,000 
Largest Manufacturing Companies: 1950” showed to be one of the 4 leading 
producers in 22 other 4-digit industries. An equally serious limitation on 
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the table is that all the figures have had to be estimated, since the census 
neither names the companies nor gives individual value added. 

Table B shows the increase in value added for each industry to which the com- 
panies in table A are attributed, and for all two-digit industries. It then com- 
pares the percentage increase in value of each industry with the percentage 
increase (calculated from table A) of the companies attributed to each. 

Table C summarizes material in tables A and B. Its last 3 lines bring 
out that the total 1947 estimate for all 50 companies is 3 percent above the true 
census figure and the 1954 estimate 2.6 percent below the true figure. The table’s 
third line brings out that the industries which do not contain big companies—i.e., 
textiles, apparel, leather, lumber, printing, furniture, and “miscellaneous,” as 
well as certain segments of other two-digit industries—showed a decline from 
52.4 to 47.1 percent of total value added. These are industries from which con- 
sumer and Government demand has turned in the postwar years in favor of such 
industries as transportation equipment, machinery and metals. This latter 
type of product requires larger capital investment than textiles, apparel and the 
rest, and is, therefore, more often produced by companies of the size of the 50 
we are studying. The major weakness of the disclosure in the “Concentration 
Report” that the 50 biggest companies as of 1954 accounted for 23 percent of 
the value added in that year as against only 16 percent in 1947 is probably this 
fact that the gain was so much due to the advance of the industries in which the 
big companies operated. 

It seems clear that the growth of the 25 companies whose value added in- 
creased more slowly than that of their industries (see line 2 of table C) re- 
flected the expansion of these industries rather than increasing concentration. 
One might even argue that so much of the growth of the other 25 companies as 
was no faster than the expansion of their industries was the result of industry 
growth, leaving only their additional growth as attributable to increasing con- 
centration. Table D lists the nine 2-digit or 4-digit industries in which these 25 
companies operate, and the amount that value added of these companies in- 
creased over and above the average increase for the industry. The table breaks 
down the total gain of the 50 companies into the portions which were greater 
than, equal to and less than the increases of the corresponding industries. Only 
the first of these, or 26.9 percent of the total increase of all 50 companies (1.56 
points out of their 5.81-point estimated increase in percentage of total value 
added by all manufacture) reflects an actual growth in concentration. 

Before proceeding. to table E, which uses different assumptions and finds a 
greater increase in concentration than table D, I shall discuss briefly some of the 
causes of the real concentration just isolated. 


Causes of growth of certain big companies 


If the Commission wanted to have a more complete analysis made of this 
type of material (perhaps through a questionnaire to the major companies and 
an analysis of some of our own 1947, 1954, and 1956 or 1957 financial statistics), 
we could achieve a more accurate appraisal of the “Concentration Report” 
than I have been able to make in a few days. It would also clarify the causes 
of the gains in value added of the big companies which ran ahead of their 
industries. In the absence of a more exhaustive study, I shall insert here some 
remarks on the industries in which table D shows the biggest companies to have 
gone ahead of their industries. ’ 

1. Motor vehicles and parts.—Both before and since World War I General 
Motors has been the most profitable company in this industry, whether measured 
against sales or investment. There has long been a correlation between size 
of company and rate of profit in autgmobiles. This is apparently due to. both 
“social” and “private” economies of large-scale operation, as these adjectives 
are defined in this context by economists—i.e., to the economies which mean 
more efficient production and distribution and to those which merely reflect a 
market advantage of the big companies, (Examples of the latter are superior 
ability to handle the frequent model changes, and any ability to achieve greater 
savings in purchase prices than would be justified by sellers’ costs.) General 
Motors and Ford made one tiny acquisition each in the 1948-54 period, according 
to the Federal Trade 'Commission’s list of mergers published by. the House 
Judiciary Committee’s Antitrust Subcommittee, in its 1955 report on “Corporate 
and Bank Mergers.” But in these same years, General Motors reinvested 
$1,754 million in profits as against total assets of only $2,743 million at the 
end of 1947, while Ford reinvested $816 million as against assets of $982 million. 
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These 2 companies alone accounted for more than half of the entire net increase 
in concentration among the 25 companies which went beyond the respective in- 
dustry increases. 

2. Chemicals.—The only significant mergers here, as listed by the House 
Judiciary Committee, were those which created Olin Mathieson. Otherwise, 
the advance of the six largest companies apparently reflects the ability of these 
companies to finance the discovery and exploitation of new products at a faster 
rate than has been possible for the chemical industry as a whole. 

3. Steel—The increase for the largest steel companies seems to reflect a 
greater degree of integration and upgrading of product by these companies—i.e., 
they sell alloy steel and more steel in highly finished forms. Their product 
mix has changed in these directions more than that of smaller companies in 
the industry. This trend has evidently outweighed in the final ratios the fact 
that steel tonnage shipped by the four largest producers in each year decreased 
from 62 to 61 percent of industry shipments between 1947 and 1954. 

4. Remaining industries.—The six other industries showing increased con- 
centration account altogether for so little of the increase—i.e., 4.2 percent of 
the total, or 0.24 points out of the computed 5.81-point increase of the 50 big 
companies in ratio of value added to that of all manufacturing—that only a 
few words will be said on each. We see in this group the great advance of 
International Business Machines Corp., the mergers of National Dairy and 
Borden, the increased manufacture of chemicals by the Big Four rubber con- 
panies despite their declining share of rubber goods shipments, the continuing 
success of Procter & Gamble in product research and advertising, the slight 
gain in sales by International Paper over the industry as a whole,’ and the 
doubled sales and rising profit of General Foods (which evidently operates 
in specially fast-growing sections of the food industry). 


Growth of big companies compared with small ones in the same industries 


The conclusions drawn from table D are subject to criticism from several 
points of view, of which three will be singled out here. 

(1) Due to errors in individual company estimates, the last column adds up 
to 5.81 instead of the 6.90 (i.e., from 16.1 to 23 percent) which was the actual 
increase in percentage of total value added by the 50 companies. 

(2) The first column compares the increase in company value added with 
the average increase in industry value added—but this average increase is in 
several cases dominated by the big companies themselves, An alternative form 
of comparison is between the gain in value added by the big companies and that 
by the small companies in the same industry. 

(3) Tables C and D followed tables A and B in allocating companies where 
possible to four-digit industries. Insofar as companies spread. across four-digit 
industry lines but stay within a two-digit industry, a distortion results which 
can be in part corrected. The worst distortion is in motor vehicles and parts, 
for which tables A and B show General Motors, Ford, and Chrysler increasing 
their value added by $4,188 million while that for the industry as a whole was 
increasing by $2,567 million only. Obviously much of the increase of the three 
companies was outside motor vehicles and parts. Some was in primary and 
fabricated metals, more was in electrical and nonelectrical machinery, a little 
was in chemicals, but most was probably in aircraft engines and other branches 
of transportation equipment. The distortions can be reduced by making trans- 
portation equipment as a whole the base for comparison. 

Table FE follows the format of table D, but makes the three changes suggested 
by the defects in table D just listed: (1) it assumes the total increase in value 
added of the big companies to have been 6,90 points; (2) it considers as reflect- 
ing increased concentration the excess gdin in value added by the big companies 
over the gain by the smaller companies in the same industry instead of that over 
the average gain in the industry; and (3) it allocates the 50 big companies to 
two-digit industries only. 

The net result is to show that, of the 6.90 points gained by the 50 big com- 
panies, 3.43 (50 percent came from increased concentration—i.e., faster expansion 


2The paper comparison is especially unreliable, International’s dollar sales for 1941 
and 1954, including all its products and both United States and Canadian operations, 
were compared with the Census Bureau’s estimate for total sales of “pulp, paper, 42 
board” in the United States, and then the slight increase in International’s share of sales 
was assumed to apply also to its share of value added by manufacture in the United 
States. There are many loopholes here. 
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by big companies than by small ones in the same broadly defined industries. Of 
the 3.43 points, 3.27 were in transportation equipment, chemicals, primary metals 
and rubber. 

The entire real increase of concentration in transportation equipment was 
due to General Motors and Ford, for Chrysler was lagging in 1954 and the big 
aircraft and equipment companies advanced no faster than the small companies 
in the same industries. I have mentioned the success of the larger chemical 
producers. But we have seen that the increase in value added of the big steel 
companies coincided with a decline in the share of the four largest in shipments 
measured in quantity terms, and that the gain of the four rubber companies 
reflects diversification into chemicals (perhaps also greater profitability) rather 
than increased concentration in rubber products. 

Neither table D nor E can be called superior. Each uses arbitrary assump- 
tions, as any table would have to do. Table D shows 73 percent, and table E 
50 percent, of the apparent increase of concentration in table 2 (p. 11) of 
the Senate report to be due to growth of industries rather than of big com- 
panies. Wherever the “true” figure may lie, it indicates that growth of heavy 
industries—e.g., of the aviation industry as a result of the postwar rearmament 
program—masquerades as “increased concentration.” Both tables also indicate 
that the real gain in concentration consisted mainly of commercial success and 
reinvestment of money by two big automobile companies and half a dozen 
chemical companies. Table D shows transportation equipment, and chemicals, 
and allied products as accounting for 80.6 percent, and table E for 78.2 percent, 
of the net gain. 


A comparison of big and small companies which ignores their distribution by 
industries 


One might also compare the gain in value added of the 50 big companies 
with that of all smaller companies in the broad group of industries in which 
they operate taken as a whole, without any breakdown by specific industries. 
This comparison would show the 1947 value added of the 50 big companies, 
$11,976 million, as 33.8 percent of the $35,437 million for all their industries, 
whereas their 1954 value added, $26,890 million, was 43.5 percent of the $61,843 
million total. (Totals from first, second, and sixth lines of table C.) The 
value added by the 50 companies increased 124.5 percent, and that of smaller 
companies in their industries only 49 percent. 

This comparison, however, exaggerates the expansion of the big companies 
as companies, since it gives no consideration to the greater growth of the metal 
and allied industries in which they account for most of the production because 
heavy capital investment is needed, as compared to the food industry, for 
instance, in which only 20 percent of the 1954 value added was accounted for by 
members of the 50-company group. The comparison is better than the one made 
on page 11 of the Senate report, since the latter included textiles, leather and 
other industries in which no big concern is active, but this change alone does not 
make adequate allowance for the industry growth factor as an explanation of 
apparent concentration trends. 

The value of this border comparison is in highlighting the fact that trends in 
our modern economy have given increasing advantages to the big concern. 
Among the reasons have been the big investment required to make articles like 
airplanes which have been in demand, ability of large concerns to raise capital 
and branch out into new fields of enterprise, and their superiority in research 
and product improvement in fields like automobiles and chemicals. It would be 
interesting to measure the role played in concentration by mergers and unfair 
practices, over which the antitrust authorities have jurisdiction. The measure- 
Ment would be a very much more difficult task, and it might well find these 


factors to be more important in the total trend than appears from this first 
survey. 


Concluding remark 


This memorandum represents my point of view as developed in the limited 
time I have been able to give to analysis of the Senate report. A more thorough 
study of the document and of the facts of industry, or use of different concepts 
or some other statistical approach, might change the conclusions reached. 


Sruon N. WHITNEY. 
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APPENDIX 


Taste A.—Estimated increases in value added of presumed 50 largest 
manufacturers in 1954: 1947-54 * 


(Millions of dollars} 


1. Motor vehicles and parts: * 
General Motors 
Ford 
Chrysler. 


Total 
Aircraft: 


Douglas 
North American 
General Dynamics - - 


Aircraft equipment: 
Bendix 
Sperry-- 
United Aircraft............----------- 
Curtiss-Wright. 


Total 


3. Electrical machinery: 
General E lec tric_. 


Western Electric. 


4, Photographic equipment: Eastman 


6. Chemicals: 
Du Pont...-.--- 
Union Carbide 
— Mathieson 


Do se 
‘Alliod Chemical. __-_- 
American Cyanamid.. 


Soap: Procter & Gamble 
6. Stone, clay, and glass products: Pittsburgh 
Plate Glass. 


7. Steel: 5 
United States Steel 
Bethlehem. 
Republic. . 


Aluminum: Alcoa...----- 
8. Computing and related machines: IBM_. 


Tractors and farm machinery: 
I isteuinnh pe csccmeediddesecin 
Allis-Chalmers 
Caterpillar 


9. Pulp, paper and products: International 
10, . Tin. cans: 

American Can 

Continental Can 


See footnotes at end of table, p. 5179. 


Increase 


Original source ? 


Annual reports. 
Do. 


Do. 


Senate. 
D 


0. 
Annual report, 1954. 
Senate report. 
Do. 


Annual reports. 
Do, 

Sales. 
Do. 


Annual reports. 
Do. 


Do. 
Do. 


Do. 


Annual reports, 

Sales. 

Annual report, 1954. 

Annual reports, 
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TasLeE A.—Estimated increases in value added of presumed 50 largest 
manufacturers in 1954: 1947-54 *?—Continued 


[Millions of dollars] 


1947 1954 Increase Original source 2 


. Tobacco manufactures: American Tobacco-.- 13) 185 48 | Oensus, 


. Meat: 


672 205 | Annual reports, 
439 64 Do. 


1,111 269 


y 
National Dairy 342 Do. 
Borden d Do. 


Do. 


, Rubber products: 
Goodyear 594 Do. 


Firestone Do. 
United States Rubber 374 118 Do. 
Goodrich 325 125 | Annual report, 1954, 
1, 673 595 
17. Petroleum refining: Standard Oil of New 197 —10 | Census, 
Jersey. 


1 Some of the problems involved in using these figures are listed here: 

(1) All the limitations on the use of census data, as explained in the Senate report itself, pp. 4-5, apply. 

(2) The company figures for value added, on which most of these estimates are based, differ from those of 
the census in their exclusion of sums paid for “‘services’’ (such as advertising). In other words, the com- 
panies consider these part of their ‘‘cost of materials and services,’”” whereas the census excludes them from 
materials and puts them under value added. 

(3) The company figures include foreign operations, which the census data exclude. 

(4) Some of the figures are based on broad guesses—especially those using ‘‘Sales,” “‘Annual Report 1954” 
and “Census” (see footnote 2). 

(5) In aircraft and steel, the value added by the companies in other products than airplanes and blast 
furnaces and steel works are omitted. For aircraft, this is probably negligible, but not for steel. 

(6) I have very likely missed 4 or 5 companies which ought to replace the smallest ones on this list. 

(7) I have no way of ———— value added in mining from that added in manufacture, though I have 
made guesses for the metal companies. Anaconda and National Lead are among the corporations omitted 
on the assumption (which may conceivably be false) that most of their value added is in mining. 

(8) For lack of time, and because this memorandum is not meant to be definitive, | have rounded off all 
estimates into even millions of dollars, have not carefully checked all the sources or the arithmetic, and did 
not check back to be sure of using the same formula for all estimates (e.g., those based on sales and earnings). 

(9) Each company has been placed in the industry in which it is most active, but many operate across 
industry lines, There are a number of serious divergences—Bendix Aviation, with its 20 percent or so of 
automotive parts business: Sperry, with its farm machinery subsidiary; General Electric, with its activit 
in airplane engines and elsewhere; Eastman Kodak and Pittsburgh Plate Glass, with their chemical busi- 
nesses; International Harvester with its huge truck sales; Swift and Armour with their leather and other 
subsidiaries; and other examples. 

2“Annual reports” means that the figure is given by the company itself, being either (1) total sales minus 
payments to others for goods and services, or (2) the sum of payrolls, taxes, profit, depreciation and interest 
= Where 1954 is mentioned, the figure is available for 1954 only, and 1947 had to be estimated from sales 
and earnings. 

“Sales” means that the figures were estimated by applying ratios of value added to total sales, for other 
firms in the same industry, to the company in question. Thus, Colgate-Palmolive-Peet ratios were used 
for Proctor & Gamble, and Remington Rand ratios for IBM. 

“Senate report’? means that the report under discussion gives total figures for the 4 largest companies, 
without naming them. These were here applied to the companies that other information showed to be 
the4 ——— the breakdown among the 4 being estimated from such figures published by the companies 
as are available. 

“Census” means that the 1947 and 1954 shares of industry sales accounted for by the company, themselves 
estimated from other sources (e.g., Standard Oil of New Jersey’s domestic refinery runs compared to those 
for all domestic refiners), were applied to the census data for total value added in the 2 years. 

§ The industries are in the order of table B—i.e., in the order in which the 2-digit industries stood in per- 
centage increase in value added by manufacture between 1947 and 1954. The numbers used for industry 
groups here are also those used in table B (where the full census names of all industries are given, by contrast 
with abbreviations sometimes used in table A). Table A omits industries in which none of the 50 large 
companies is active. 

‘ kheed’s 1947 value added was estimated from the ‘Concentration Report,’”’ but in 1954 it was ap- 
parently no longer 1 of the 4 largest aircraft manufacturers, and its value added estimate had to be based 
on its annual report. 

' The steel figures are derived from p. 210 of the ‘“‘Concentration Report,” after correcting the number 45 
given there for industry 3,312 to the revised 48 (given me by the Census Bureau when I questioned the 45), 
and after incorporating with this industry 19.14 percent of industry 3,311 on the ground that the 1947 census 
showed that 19.14 percent of blast furnace shipments consisted of value added by manufacture. 
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TasLe B.—Increases in value added, 1947-54, by industries 


Industry totals 50 companies 


Percent | Percent | Number 
increase | increase 


} 





Millions | Millions 
. Motor vehicles and parts 
Aircraft 
Aircraft equipment 
Transportation equipment, total 
. Miscellaneous manufactures 
3. Electrical machinery 
. Photographic equipment 
Instruments and related products, total 





. Chemicals and allied products except soap. 
Soap and related products 


Chemicals and allied products, total 
. Stone, clay and glass products. .......-.---- 
. Blast furnaces and steel mills 
Primary aluminum: aluminum nore « and draw- 
ing je 
Saaery metal products, total. 
. Computing and related machines 
Tractors ! 
Machinery, except electrical, total 
. Pulp, paper, and products 
. Tin cans and other tinware- -.-----.-...-- 
Fabricated metal products, total.. 
. Tobacco manufacturers 








I I on nc cimaninnecienntewenssheesedees 
Dairy products. . . 
Other foods 





Food and kindred products, total 
. Printing and publishing 


a alesis alin 
. Furniture and fixtures. ..........--.-. 

. Lumber and wood products. -- 

. Petroluem refining 


. Apparel and related products_......-... 
. Leather and leather products 
. Textile mill products 


* 
1 This industry is considered to fit the companies better than ‘‘Tractors” plus ‘‘Farm machinery.” 
2 Estimated from material supplied by the Department of Agriculture (which itself refuses to make an 
estimate). ‘The census did not include total dairy products in 1947. Only $418,000,000, consisting of butter 
and ice cream, is included in the 1947 total for ‘‘Food and kindred products.” 
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TasLE C.—Growth of industry groups and 50 big companies, 1947-54 summarized 


Value added Percent of total 


1947 1954 1947 1954 


Millions Millions 
Industries expanding more slowly than the 25 big 
companies included in them 1 $23, 946 $39, 051 
Industries expanding faster than the other 25 big com- 
panies included in them iin eens 11, 491 22, 792 
Industries without any of the 50 companies 38, 946 55, 070 


: 174, 383 116, 913 
50 companies as estimated ___- Satine 12, 331 26, 182 


80 companies as given by concentration report... 311,976 26, 890 








Error in estimates, percent 3. 0 —2.6 


1 For 1947 the “‘ Concentration Report”’ included only butter and ice cream from the dairy products group, 
and that usage is followed here. In other words, only _ 000,000 out of the $1,806,000,000 of dairy products 
value added as guessed in table B, is used in ‘table C. “All dairy product figures are available and used 
for 1954. 

4 After the computations in tables C and D had been made, I learned from the Census Bureau that the 
adjusted figure actually used by it for the total in the ‘‘Concentration Report’? was $74,340,000,000 rather 
than $74,383,000,000. 


a Computed from the 16.1 and 23.0 percent, for which the decimals were supplied to me by the Census 
ureau. 


TasLE D.—Comparison of growth of 50 big companies and their 4-digit or 2-digit 
industries, 1947-54 


lst column as percent of 
total increase in value 
Increase of added 
company 
value added 
All 50 All manu- 
companies facturing 


Amount by which increase in value added of 25 companies 
exceeded average increase in their industries: ! Millions 

Motor vehicles and parts-..-- diabeee cate $2, 074 
Chemicals. -- - - ; cacee ‘ 848 
Blast furnaces and steel mills..---------. ‘ eciicent 234 
Computing and related machines-----.- a 127 
Dairy products--.-_.-...-.-- a sain 126 
ee sbi Sites eslekilahsidia aia adetcereai 101 
Rubber products. - a sucha este meena wins era 94 
butter Soap and related products. ..-- : : ‘ 71 
Pulp, paper and products_..-.--~-- ; wiapinainieiee 39 


Total_. 
Remainder of increase of these 25 “companies i.e., amount 
which corre sponded to the industry increases. - - 
Increase of remaining 25 big — anies, in industries e xpand- 
ing faster than they did_- 3b scale wearect aahocns sa ecpenbtiail & 5, 38.1 2. 21 


-_ 


RO 


ooNeS 


i. 2 9.9.4 
Qanns 


26.9 
35.0 2.03 











Total 100.0 5. 81 


' Derived as follows: 1947 value added of companies in group multiplied by percentage by which their 
Percentage increase of value added exceeded that for the corresponding 4-digit or 2-digit industry. 
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TABLE E.—Comparison of growth of 50 big companies with smaller companies in 
their 2-digit industries, 1947-54 


Ist column 
as percent 
Increase of of total 
value added | increase in 
by 50 big value added 
companies | in all manu- 
facturing 


Amount by which increase in value added of 38 big companies exceeded 
average increase of small companies in their 2-digit industries: ! Millions 

Transportation equipment $4, 214 
Chemicals and allied products 1, 151 
Primary metal products 632 
Rubber products 547 
Machinery, — electrical 134 
Fabricated metal products 

Pulp, paper and products 

Instruments and related products. -...........---..- 


Remainder of increase of these 38 companies—i. e., amount which corre- 
sponded to increase of small companies 


Increase of remaining 12 big companies, in industries where small companies 
expanded faster than they did 


6. 90 


1 Derived as follows: 1947 value added of big companies multiplied by percentage by which their per- 
centage increase of value added exceeded that for all smaller companies in the corresponding 2-digit industry. 


x 








